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Performance Record of 41 Countries, 1960-69 


























Average Annual Rates of Growth (Percentages) Marg. 
Country Agric. Price Savings 
GNnp2/ Output?’ Exports?! Imports Level Rates ICOR 
fat 
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Panama 6.3 (6. 3) 4.0 13. 1(14.5) 10.7 Bee 264, 2.9 
i 6.2 (6.2 5,1 --- (8.8) --- 0.7 30— 2.9 
Malaysia 2 ( ) ai 
Nicaragua 6.0 (4. 4) 6.1 10 4 (3.5)., Mele, 2.0= --- 2.9 
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Morocco 3.8(6.4) 3.2 1.9 (4. 6}¢/ 4, 7s! 2.3£/ .09 3.2 
Tunisia S78-(4,51) . =158 3.5 (9.07, en 2.9 22 Gel 
India 3.6(5.7) 2.5 3.1 (4. 7E 1.9& 6.3 130, 3.9 
Argentina 3.4(4.5) 1.4 5.3(4.2)), 4.70, 20.0, «218 5.6 
Dominican Rep. 3.3(4.5) 0.4 1.4(9.7)€/ 9,7E 2.05! -.04 3.9 
Indonesia 2.6 (3.8) Lg 2. 7(16.9) / 7 | / (high) --- oole 
Ghana 2.5 (2.5) 3.6 0. 5(12, 175 2. 05) 7.6 Ol, 6.6 
Uruguay 0.5(-0.1) 1.0 5.0(1.2)S/ -0,1f/ 40.0 . 129) 24.5 
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a/ Figures in parentheses show growth rates in 1966-69. 
b/ 1958-68, c/ 1960-68 (1966-68), d/ 1961-69. 
e/ Median (middle ranking) values for those countries where data were available; 


blank spaces indicate non-availability of particular data. 
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Development Performance in the 1960s 


Economic Staff of the Office of Program 
and Policy Coordination, U.S. Agency 
for International Development (AID) 


[Economic growth rates in developing countries have been generally 
improving during the 1960s, but the decade's experience indicates 
certain kinds of problems which are widely faced. Prominent among 
them are the foreign trade aspects of industrialization, especially 
when it is based on import substitution, and the difficulties encoun- 
tered in raising national savings rates. | 


General Performance Perspective 





Growth performance of 40 countries, 1960-69. The 
average annual rate of growth in gross national product 
(GNP) over the period 1960-69 for a group of 40 less 
developed countries (LDCs) was 5.2%, somewhat higher 
than in the 1950s. Near the end of the decade growth 
rates were accelerating, so that the average exceeds 
6% over the 1966-69 interval. Table | shows the region- 
al breakdown of GNP growth rates in constant prices. 





Over the decade as a whole, the higher average rate 
for East Asia reflects outstanding growth performance 
in (South) Korea, Taiwan and Thailand. If Indonesia, 
which grew at an average rate of less than 3%, were 
excluded, the growth rate for the region would be over 
7%. The growth rate of GNP in the Near East and South 
Asia (NESA) region was kept down by the poor perform- 
ance of India (3.6% per annum). (These two slow 
growers were the largest countries in their regions; an 
unweighted average of growth performances by country 
would show higher values in both areas.) Looking at 
the later years in the decade, there was a significant 
acceleration of growth rates in every region. This up- 
surge is primarily due to significant improvements in 
the growth of Brazil among the Latin American coun- 
tries; Indonesia and Korea in East Asia; India and 
Turkey in NESA; and Morocco in Africa. 











Table 1: Rates of Growth of GNP* 
1960-69 1966-69 








Latin America eh 5.6 
East Asia 5.9 1.8 
Near East and South Asia 5.0 6.4 
Africa 4.3 5.3 


TOTAL a. 
*See Table on page 2 (Nigeria excluded). 


i 
ao 
— 





GNP grew at a slightly lower rate in the developed countries during 
the 60s—around 5% on an annual basis. However, the per capita 
growth rate in developed countries (3.9%) continued to outpace that in 
the LDCs (2.8%) by a substantial margin. Population growth rates in 
the LDCs were almost 2 1/2 times the average for the developed 
countries in the 1960s. Thus absolute per capita income differentials 
between the two groups of countries continue to widen. 


The average of the annual real growth rates of agricultural produc- 
tion in these LDCs over the 1958-68 period was 3.3%, well below the 
GNP growth rate over roughly the same interval. (Unlike the other 
growth figures used here for groups of countries, the figures for agri- 
culture are unweighted averages with small countries counting the 
same as large ones.) Of the 41 countries for which data are available, 
9 had growth rates below 2% per annum and only 7 grew at or above 
5% on an annual basis. Latin America and Africa show up as the 
poorest performers (2.9% annual rate). The average for the NESA 
countries was 4.2%; this reflects growth rates of over 7% for Cyprus 
and Israel, and a weighted average would be a 3. 0-3. 3% rate of growth. 
The East Asia countries (4.2%) were, again with the exception of 
Indonesia (1.9%), the best performers — all other countries in the 
area grew at rates above the overall average. Agricultural perform- 
ance deteriorated in the latter half of the decade (1964-68) with de- 


clines registered in every region. The overall average rate of growth 
dropped to only 2.7% per year. 





For the LDCs as a group exports of goods and services grew at an 
annual rate of 7.4% over the 1320-69 period, which is more than the 
GNP growth. If the largest exporter, Venezuela, were excluded, the 
average increases to 8.2%. A breakdown of export growth by region 
reveals the same ranking as that observed for GNP, but the regional 
differences in export performance are more striking: a remarkable 
14.2% in East Asia, 8.7% in NESA, 7% in Latin America (excluding 
Venezuela), and only 4.7% in Africa. The group average for the last 
2-3 years is about the same as in the longer period. This results 
from a deterioration in export growth in many of the smaller countries 











which was offset by improved performance in the largest exporters — 
especially Brazil and India. 


Imports of goods and services grew at the same rate as exports 
(7.4%) over the 1960-69 period. Since the series began with an ex- 


cess of imports over exports in the base year, however, the current 
account deficit for the countries as a group increased by almost one 
half. Although this deficit (for goods and services, excluding financial 
flows) grew larger in every region, the deficit on the merchandise 
trade account actually declined—=in absolute dollar terms —over 1960- 
69 for Latin America and remained unchanged for the East Asia region. 
These effects were outweighed, however, by the worsening trade 
balance in the NESA and Africa regions, so that the trade deficit for 
the LDCs as a group increased. 


Improvement in the trade situation for some countries occurred in 
the 1960s, due in part to the fact that the terms of trade remained 
constant or improved slightly for many of the larger LDCs: Argentina, 
Chile, Colombia, Taiwan, Korea, Greece, Pakistan. There were 
significant price increases in the late 60s for such primary goods as 
cocoa, coffee, copper, jute, and rice, which to some extent reflected 
expansionary conditions in the developed countries. Most of the LDCs, 
however, continued to experience volatile year-to-year fluctuations in 
their terms of trade although a few, such as Thailand, achieved more 
stable export prices as a result of rapid export diversification. 





Marginal domestic savings rates were fairly high in the 1960s. This 
measure is a ratio of the increase in national savings in the period to 
the corresponding increase in GNP; that is, it shows what proportion 
of the increase in incomes was saved rather than consumed on a na- 
tional basis. Of 34 countries where data were available, 20 had 
marginal domestic savings rates equal to or exceeding 15%. Most of 
the LDCs (60%) improved their savings rates in the second half of the 
60s, while savings rates declined in about one sixth of the countries. 
Savings are, of course, one of the necessities for increasing invest- 
ment and GNP. But experience in the 60s indicates no strong relation- 
ship between rising domestic savings rates and higher output growth 
rates: only half of these countries which managed to achieve higher 
savings rates also experienced higher rates of GNP growth. Further- 
more, output growth rates accelerated in 30% of those countries where 
domestic savings rates were either unchanged or actually declined. In 
part this resulted from differences in the contributions of foreign funds 
to investment, in part from the different levels of efficiency in that in- 
vestment for producing additions to GNP. 





A stronger relationship can be found between improvements in the 
productivity of investment and in GNP growth. This is estimated by 
an Incremental Capital-Output Ratio (ICOR), which combines the value 
of new investment in a given year (in the numerator) with the increase 














in GNP of the next year (in the denominator); the higher the ratio, 

the larger is the investment needed to bring a given increase in out- 
put, i.e., the less productive is the investment. In 70% of those 
countries where the GNP growth rate increased in 1966-69 over that 
of preceding years, the ICOR also improved (i.e., fell); and in every 
country where the growth rate fell, the ICOR rose. For the 1960s as 
a whole only Karea (of 36 countries) had an ICOR of less than 2.0, but 
half of the LDCs had ICORs of 3.0 or less. Four LDCs had ICORs 
over 5.0. 


Inflation was a major problem, i.e., average annual rates of in- 
crease in the cost-of-living index of prices exceeded 5%, in about 
one third of the LDCs in 1960-69. For 35 countries having cost-of- 
living data the median rate was 2.9%. Only 7 countries (6 of them in 
Latin America) had rates of 10% or more; Brazil and Uruguay led 
with 40% annual rates. (Indonesia, with the world's most extreme in- 
flation in 1961-66, was not included here for lack of reliable data. ) 
Experience in recent years reveals no significant reductions for the 
LDCs as a group, although high rates of inflation were slowed some- 
what in Brazil, Korea, Indonesia and Colombia. 


The rest of this report focuses on the growth performance and 
policy problems relating to trade and savings in 9 countries which 
have been receiving over 60% of official aid flows from all sources in 
recent years. These countries, underlined in the Table on page 2, 
are: Korea, Pakistan, Turkey, Brazil, Colombia, Morocco, India, 
Indonesia and Ghana. In all cases official aid was a small proportion 
of their GNP, ranging from 0.1% in Brazil to 5.5% in Korea, but it 
provided significant supplements to export earnings and domestic 
savings. Foreign assistance financed nearly half of imports in India 
and Pakistan and lower percentages (down to 15% in Brazil) in other 
countries. Aid flows were also equal to at least one quarter of invest- 
ment in Korea, Pakistan, Ghana and Morocco. 


In terms of GNP growth these major aid recipients had somewhat 
below the average performance of the 40 countries described above in 
1960-69. However, Brazil, Morocco and India improved their rela- 
tive positions in 1966-69, leaving only three major recipients (Colom- 
bia, Ghana, and Indonesia) with below average records for those years. 
Only 3 of the 9 countries (Korea, Pakistan and Ghana) managed above 
average agricultural growth in 1958-68; the situation improved some- 
what in the latter half of the 60s when only Ghana (with no growth) had 
a below average growth rate. The export growth of most major re- 
cipients was, similarly, below average over the decade but above 
average in recent years. With respect to marginal savings rates, the 
results for 1966-69 show that the majority of these countries had rates 
above the median, although only Turkey rated in the first quartile in 
the 40-country group. Four of the countries (Korea, Pakistan, Turkey 














and Brazil) rank high in terms of (low values for) ICORs in both 1960- 
69 and 1964-69. The rate of inflation has been relatively high for most 
of these countries in both the 1960-69 and 1966-69 periods; but the 


rate of price increase in most of them slowed considerably in the last 
three years. 


In sum, this small group is more or less representative of the 
larger universe of LDCs in its general growth performance in the 
1960s, but showed an above-average rate of improvement in the later 
years. Itis fairly representative in its geographical dispersion, but 
it includes the four largest LDCs in population and some, but not all, 
of those most advanced in industrialization in their respective regions. 


Trade and Payments 





Trade and payments problems remained crucial to the development 
performance of major aid recipients in the 1960s. The ability of LDCs 
to cope with the strains imposed on their balance of payments by the 
process of growth often appeared to be the decisive factor in attaining 
development objectives. The fundamental problem most LDCs face in 
the trade and payments sphere is: how to efficiently adjust the produc - 
tive structure of the economy so as to increase foreign exchange earn- 
ings necessary to provide the additional imports needed to support 
higher rates of growth of income and output. The extent to which the 
major aid recipients successfully tackled this issue determined the 
degree to which they avoided a foreign exchange constraint on the 
growth of income and output. 


Import substitution. The development of a domestic capacity for 
production of goods imported from industrial countries has been gen- 
erally regarded by LDCs as the key to industrial development, and in- 
dustrialization has been almost universally acclaimed as the leading 
component of modernization. In addition, pessimism on the prospects 
for traditional exports, often combined with discriminatory policies 
which made a bad export performance a self-fulfilling prophecy, plus 
demands for accelerated growth and increased imports, caused many 
LDCs in the late 1950s and early 1960s to consider import substitution 


as the only strategy that would enable them to break through the develop- 
mental impasse. 





The legacy of the 1950s and the 1960s thus was industrialization by 
import substitution. In all the 9 major aid recipients other then Korea 
growth rates for imports during 1960-69 were lower than the average 
growth rate of 7.4% for 36 LDCs. (Korean development in the 1960s 
followed a markedly different pattern from most other LDCs in this 
and many other aspects; the generalizations made here will continually 
refer to the exception provided by Korea.) In India the growth rate 
was only 1.9% per annum, in Ghana 2.0% and in Brazil 3.6%, while 











Turkey with the highest growth rate of these countries (7.2%) still 
fell short of the average. In all but 3 major aid recipients (Korea, 
Turkey, Pakistan) the rate of growth of commodity imports was lower 
than the rate of growth in output. Import substitution was implemented 
throughout by the use of high and increasing import duties, frequently 
combined with quantitative restrictions, multiple exchange rates and 
other devices. Import duties of 100% or more, or their equivalent in 
terms of quantitative restrictions or multiple exchange rates, became 
the rule rather than the exception. In Brazil, for example, the 

tariff and exchange premium on all importable commodities averaged 
138% in 1964. Up toa point this approach appeared to be successful. 
Industrial output increased, in many instances quite dramatically, its 
rate of growth generally being higher than that in GNP. 


However, as the decade progressed most countries started to en- 
counter major difficulties with import substitution as an approach to 
economic development. In Brazil, where import substitution reached 
the point where over 90% of total domestic supply of industrial goods 
was being produced locally, it became apparent that industrial growth 
would be limited by the growth of the domestic market unless indus- 
trial commodities could be exported in significant amounts. Similar 
conditions were found or could be foreseen in other countries. But 
industry had been established in a sheltered environment—prices 
were high, incentives for efficient production were negligible, and the 
multiple exchange rate structure did not encourage industrial exports. 
Under the shelter of controls the industries in large part showed little 
productivity growth or promise that they would become competitive in 
the future, and they had to be nurtured along with continued protec- 
tion, sometimes accompanied by freedom from domestic excise and 
other taxes. 


Secondly, import substitution as practiced by many governments 
did not represent the consistent application of a carefully planned 
strategy; often the approach could be described as an episodic estab- 
lishment of various industries under the pressure of recurrent balance- 
of-payments crises. The consequences of these actions have been ex- 
plored in an AID-sponsored research program on import substitution 
carried out by Williams College with particular attention to Brazil, 
Colombia, Ghana and Pakistan. In many cases the policies adopted 
tended to promote investment in luxury consumer goods industries, 
where the protection was greatest. By comparison, the structure of 
protection tended to favor the importation of capital goods. In Pakis- 
tan tariffs on capital goods in 1963/64 averaged 45% compared to 
107% for consumer goods. Similarly in Brazil protection ranged from 
80% in capital goods to 250% in consumer products. In conjunction 
with overvalued exchange rates, this artifically reduced the cost of 
capital equipment and promoted the undertaking of capital-intensive 
investment programs—despite the relative scarcity of capital. 

















Thirdly, import substitution made growth in output more rather 
than less sensitive to the availability of foreign exchange as export 
growth tended to lag behind the expansion of the favored new indus- 
tries. In countries such as Pakistan, Turkey, India and Colombia, 
where the foreign exchange costs of import substitution were heavy 
due to capital imports and the continuing need for imported materials, 
and where the savings were slow in coming, shortfalls in foreign ex- 
change posed a hard choice between new investment and the utiliza- 
tion of existing industrial capacity. In either case some industrial 
output has to be sacrificed. 


Toward the end of the decade these countries were faced with two 
alternatives: either to push the import substitution process further 
by producing more industrial inputs at increased levels of inefficiency; 
or to rationalize their production structure by concentrating on a few 
efficient lines, to adopt reasonable exchange rate and import liberal- 
ization policies, and to attempt to increase foreign exchange receipts 
through industrial exports. The responses to these alternatives in 
large measure set the stage either for growth relatively unhampered 
by foreign exchange problems, or for continued balance-of-payments 
difficulties and resultant distortions in resource use. (The exception 
is again Korea, where an outward-looing export-oriented pattern of 
industrial development seems to have evolved earlier. ) 


Exports 


The overall export performance of major aid recipients does not 
compare favorably with the performance of LDCs generally. All 
major aid recipients except Korea had growth rates lower than the 
median of 7.7% for 36 LDCs in the period 1960-69. The emphasis on 
import substitution policies pursued by the major recipients in the 
early 1960s and the accompanying neglect of the traditional export 
sectors was a major factor accounting for this performance. A fre- 
quent, though not inevitable, by-product of inward-looking industrial- 
ization is price inflation with inadequate exchange rate adjustments, 
which makes potential export products unduly expensive to foreign 
buyers. Another contributing factor may have been the large volume 
of aid channeled to these countries, which inevitably reduced the 
pressure for necessary policy adjustments to attain export earnings. 


During 1966-69, however, all the major aid recipients except Turkey 
increased their rates of growth in exports of goods and services. For 
instance, the rate of growth for 1966-69 in Brazil was 11% compared 
to 6.4% for 1960-69; in Colombia 8.8% compared to 4.1%; in India 
4.7% compared to 3.1%. In the 1966-69 period Ghana, Brazil, Colom- 
bia, Indonesia, and Korea all experienced export growth faster than 
the median for the 36 LDCs in the sample. In these five countries it 
is clear that policies lowering the degree of protection and making 





their exchange rates more realistic played at least some part in the 
increased export earnings. In the case of Turkey it is equally clear 
that the absence of such change inhibited the growth of exports and had 
a detrimental effect on potential growth (Turkey devalued in August 
1970). While similar policy shifts occurred in India, Pakistan and 
Morocco, their impact was not as great. 


Specifically, both Brazil and Colombia adopted measures in the 
late sixties to a) establish a realistic exchange rate for exports and 
imports, b) provide incentives for exports, c) rationalize the struc- 
ture of protectionism. The effects in both instances were striking, 
particularly in the case of non-traditional exports. In Brazil the 
annual growth rate for non-traditional exports in 1966-69 was 4.1% 
compared to less than 1% prior to 1966. In Colombia it was 25% 
compared to less than 10% prior to 1966. By comparison, in Turkey 
the rate of growth of non-traditional exports continued to be about 
4% for the whole period; this, combined with the drastic decline in the 
growth of traditional exports, contributed to continued balance -of- 
payments difficulties. 


The success story of Korea's export development throughout the 
1960s is well known. The maintenance of a realistic exchange rate, 
supplemented by numerous government measures providing technical 
assistance to exporters and generally establishing a favorable climate 
for exports, contributed to the achievement of a 25% annual rate of 
growth of exports for the decade and 35% for the last three years. 


In both Ghana and Indonesia the shift away from highly autarkic 
regimes, precipitated by political changes in the mid-sixties, con- 
tributed to a relaxation of the foreign exchange constraints on growth. 
In both instances export growth was also aided by favorable circum- 
stances—the high price for cocoa in Ghana, and the increase in oil 
production in Indonesia. 


In Pakistan, the adoption of a realistic exchange rate for manu- 
factured exports through a bonus voucher system has contributed to 
rapid increases in such exports. However, an overvalued exchange 
rate for traditional exports has been detrimental to the export of 
jute, which is also plagued by serious productivity problems in cul- 
tivation. In India, a major devaluation undoubtedly had some bene- 
ficial effects on export earnings. However, the growth might have 
been greater had there been a more complete reform in some of the 
administrative regulations, affecting both imports and exports, which 
are inimical to efficiency. 


The relationship of trade policies to GNP growth is clear in certain 


of the major aid recipients. In Brazil, Indonesia and Turkey changes 
in exports have been paralleled by changes in imports and in the growth 
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rate of output. In Colombia and India higher export growth did not 
lead to a parallel import growth, but a higher rate of GNP growth 
occurred anyway. In Korea and Pakistan, generally high rates of 
growth of exports, imports and GNP prevailed through the whole 
period. 


Prospect. The experience of the 1960s leaves little doubt that ex- 
change rate policy has demonstrated its importance, for better or 
worse, in its effects on foreign trade, and its potential role as a basic 
tool for affecting foreign exchange receipts and the structure of trade 
and production. While it is not necessary that a unitary exchange 
rate be maintained, multiple exchange rates have in practice shown a 
tendency to provide undesirably distorted incentives to producers. 
Rather than maintain fixed rates, flexible systems such as have been 
used in Brazil, Indonesia and Pakistan have beneficial effects in cases 
of inflation and are highly satisfactory in linking the exchange rate to 
market demand. However, as Pakistan also demonstrates, such 
systems do not prevent the need for more complete exchange rate 
adjustment forever; as the gap between the par value and the auction 
rate grows, speculation and uncertainty increase. 


In most major aid recipients there is still ample room for improve- 
ment in the area of import liberalization and elimination of adminis- 
trative controls. Many countries have high levels of protection on 
certain industrial goods, and that policy will be increasingly incon- 
sistent with the need to expand exports, improve efficiency in the 
industrial structure and establish a rational price structure. The 
establishing of special drawing rights (SDRs) will initially add approxi- 
mately $2.5 billion to the foreign exchange reserves of the LDCs in 
1970-72, This increased liquidity, along with recent increases in re- 
serve levels in many LDCs, should provide the necessary margin of 
safety for further expansion of domestic output and/or much needed 
import liberalization and devaluation programs. This favorable out- 
look is tempered, however, by projections of probable increases in 
debt-servicing ratios for most major aid recipients in the next few 
years. 


Projections by the United Nations Conference on Trade and Develop- 
ment (UNCTAD) suggest that LDC import demand in the 1970s will 
rise at an accelerated rate. To finance these imports it will be neces- 
sary both to accelerate the growth of LDC exports and to increase 
foreign transfers from developed countries in the form of aid and pri- 
vate capital. The thrust of efforts to accelerate export growth should 
be towards diversification of exports in order to reduce reliance on 
traditional exports, as well as to provide continued stimulus to indus - 
trial growth. A recent study by Cohen and Sisler showed that primary 
product exports of LDCs in general not only grew less than industrial 
exports, but also grew more slowly than exports of the same commodi- 
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ties by developed countries in the 1960s. The reasons are complex. 
In some instances they relate to barriers erected by the industrial 
countries in the 1960s; 16 major agricultural exports of the LDCs 
compete directly with temperate country producers, and in most 
instances confront tariff or quota barriers in one or more major 
markets. In other cases they are due to competition from synthetics; 


and in yet others they are due to inappropriate tax and exchange rate 
policies pursued by LDCs. 


Expansion of industrial exports is thus a top priority for all aid 
recipients. The maintenance of a realistic exchange rate for such 
exports is a necessary but not sufficient condition. As the experience 
of Korea and Taiwan shows, successful industrial export performance 
requires a total government and private sector involvement, the pro- 
vision of technical assistance to exporters, the freeing of imports 
used in exports, and a general relaxation of red tape on foreign trade 
so that it is profitable for the individual entrepreneur to sell abroad. 
Efforts at regional and subregional integration of markets are under 
way in all major areas, and the Central American Common Market 
has already demonstrated its effectiveness. In contrast to 1960, the 
outlook is now much brighter both for these regional arrangements 
and for wider international measures to assist LDC trade such as the 
much discussed generalized preferences for selected LDC industrial 
exports to the developed countries. 


Public Savings 








Public revenue. Domestic government revenue as a percent of 
GNP varies widely. It is generally higher in countries with higher 
per capita incomes. Among the 9 countries, Brazil, Morocco and 
Turkey have the highest revenue ratios (17% to 31% of GNP) and are 
among the higher income countries in their regions. Only Colombia 
has a low ratio (9% of GNP) and a relatively high per capita income. 


The poorest countries (Indonesia, India and Pakistan) have relatively 
low revenue ratios—6% to 15% of GNP. 


No correlation between recent GNP growth and recent revenue 
growth is apparent. The largest recent increases in revenue ratios 
are found in the high-revenue countries plus Indonesia and Korea. 

All of these countries collected, as revenue, over 30% of the increase 
in GNP between 1965/66 and 1967/68; Indonesia, with the lowest 
average revenue ratio (6.3%), had the highest marginal ratio (53%). 
Three low-revenue countries failed to increase their revenue ratios 
during 1965-68. Ghana had a negative marginal ratio due to special 
circumstances, while Pakistan and India had marginal revenue ratios 
under 10%. These countries have been short on public resources for 
executing development programs, and this has been and probably will 
continue to be a serious constraint on growth. 




















Public saving. Comprehensive data on public saving are available 
for six of the nine countries examined. Estimates of the savings ele- 
ment in government budgets are difficult because of the different 
definitions of current and capital account expenditures and the hidden 
subsidies in public sector industries. Generally they show that public 
saving is equal to 3.5% to 6% of GNP, and accounts for 25% to 35% of 
national saving. The ratio of public saving to public investment has 
greater variation. Public saving is particularly low in Pakistan, 
equal to only 1.5% of GNP, 15% of national saving and 18.5% of public 
investment. Brazil leads in public saving (6% of GNP). 


Among these countries there is some relation between public saving 
and revenue effort, but there is no consistent positive or negative cor- 
relation between public and private saving in this limited sample. 
Brazil, which ranks highest in revenue effort and public saving, ap- 
parently does so at the expense of private saving in which it ranks 
lowest. Colombia, which taxes and spends most lightly, has top 
ranking in private saving; it manages a creditable ranking in public 
saving, but at the expense of current account development expenditures. 


Policy implications. Countries with low average and marginal 
revenue ratios (such as India, Ghana and Pakistan) need a revenue 
structure more highly responsive to development, such as in Korea 
where automatic response to recent growth of GNP has been a more 
than proportional increase in taxes. In Pakistan the automatic re- 
sponse to increases in GNP has been a less than proportionate increase 
in taxes, and continuous "tinkering' has been necessary merely to 
maintain the current ratio to GNP. Increased attention must be fo- 
cused on this problem, which is often highly sensitive politically. 





Among LDCs the correlation between domestic revenues and public 
saving has not been strong. Stanley Please, a World Bank economist, 
questions whether increasing taxation has been a very successful mode 
of increasing domestic savings and investment when so much of the 
increased revenues become absorbed in expansion of government pay - 
rolls and other forms of public consumption; there is not much de- 
velopmental gain when private consumption is merely exchanged for 
public consumption rather than investment. On the other hand much 
current expenditure has very important developmental effects; and 
some of it is a sine qua non for any kind of development whatsoever — 
e.g., education and general administration. For many countries 
public revenues are still relatively scarce, and an emphasis on their 
increase is very much needed. Given the substantial improvement in 
revenue collection of the last decade, however, it is likely that an 
equally important issue in some countries is what is done with the 
resources. This requires coming to grips more than before with 
issues such as subsidies to producers and consumers, the prices of 


the output of public enterprises, the maintenance of infrastructure, 
and government staffing policies. 
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Private Saving 





Private saving accounts for about 70% of total domestic saving in 
the five aid concentration countries for which we have both public and 
private savings data (Brazil, Colombia, Pakistan, Korea and Morocco). 
Private saving amounted to 9.3% of GNP in the three most recent 
data years and public saving for 4.0% (unweighted averages). During 
1966-69 the private saving rate was falling in three of the five, and 
public saving was growing faster than private in all but Morocco. 


This relatively poor recent performance of private saving raises 
important questions both for future levels of domestic saving and in- 
vestment and for the control, structure and efficiency of investment 
decisions. We know relatively little about the nature of private 
saving decisions in LDCs, and several case studies suggest that the 
effects on savings of factors such as interest rates on bank deposits 
may be very different than in the more developed countries. Other 
important questions include the extent to which the decline in pri- 
vate saving may be the unintentional result of increased taxes and 
other steps to increase public saving, the by-product of other policies 
or trends that may discourage private saving, or even part of an of- 
ficial LDC intention to discourage private saving in order to increase 
government control over investment resources. 


It is important to note that there is no necessary relationship be- 
tween the sector in which the saving is generated and that where the 
investment is made, or where investment decisions are controlled. 
In five of the seven countries for which we have data (those noted 
above plus Chile and Tunisia), private saving has been greater than 
private investment. In these five countries the government has been 
a net borrower of private savings, either directly through bonds or 
through the banking system. In Korea and Colombia, however, pri- 
vate investment has exceeded private saving because of government 
surpluses and foreign capital inflows. 


There are four ways in which LDCs have attempted to increase 
private saving in the monetary sector of the economy. These are: 
1) to attract more saving into financial institutions by offering higher 
interest rates or other inducements (lotteries, borrowing privileges); 
2) to increase the availability of saving institutions and instruments; 


3) to increase enterprise and farm profits; 4) to curtail the avail- 
ability of consumer goods. 


Interest rates high enough to offer a sizable real rate of return 
after inflation have proven very effective in increasing LDC private 
saving and in channeling those savings through financial institutions. 
A recent outstanding case has been Korea, where a 1965 doubling of 
nominal interest rates produced an after -inflation interest rate on 
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one-year deposits of between 15 and 20%. As a result, the constant- 
price value of time and saving deposits rose more than 8-fold between 
September 1965 and the end of 1968, and bank credit was consequently 
able to expand by 80 to 100% annually. The major proportion of these 
deposits reflected new savings, and private saving rose from 3.9% 

of GNP in 1964 to 11 or 12% in 1969. 


Other countries have also used sharply increased interest rates 
in recent years to increase private saving, expand credit and curb 
inflation. In Indonesia, the deposit interest rate was raised to 6% 
per month in October, 1968, and then successively lowered to 2% by 
January, 1970, as time and savings deposits have risen to more than 
one fourth of the total money supply and inflation has waned. In 
Brazil, tying of certain bank deposit interest rates to the rate of in- 
flation has raised time and savings deposits from 3% of the money sup- 
ply in 1965 to 14% in June 1969. Private saving has been on the rise 
in both countries, and consumer hoarding was reduced. Iranian data 
also show a significant climb in time and savings deposits following a 
rise in interest rates in September, 1969. The prototype of these 
more recent interest rate reforms, and one which was studied very 
closely by Korean authorities before introducing their 1965 reform, 
was that of Taiwan in the 1950s. 


Some of the funds attracted into banking systems by higher interest 
rates come from private money markets such as bazaars or other pri- 
vate moneylender channels; but much is new saving that would other- 
wise have gone into hoarding of food, consumer durables or industrial 
raw materials. Even when banks merely collect funds that would have 
been saved in other ways these are frequently put to more productive 
use than they otherwise would be. Certain other potential benefits of 
high real interest rates are suggested by the data. Two of the coun- 
tries with the highest real rates of interest on deposits (Korea and 
Taiwan) have also had the highest 1966-69 GNP growth rates, while 
Chile and Ghana, with the slowest GNP growth in our sample, had 
negative real interest rates. High interest rate policy seems to have 
forced better investment decisions and contributed to rapid growth by 
increasing the efficiency or productivity of investment as well as by 
increasing saving. Of the seven countries in our sample with positive 
deposit interest rates, only Morocco and India had ICORs of more than 
2.5, Of the four countries with negative deposit rates, however, all 
but Turkey had ICORs of more than 4.0. 


Colombia provides an example of the results occurring when interest 
rates on bank deposits are less than the rate of inflation, combined with 
government regulations restricting over half of the portfolios of com- 
mercial banks to designated assets with low yields. Those activities 
benefiting from subsidized bank loans are not required to cover the op- 
portunity costs of the capital they use, banks are not able to compete 











for private funds on a market interest basis, small savers find it dif- 
ficult to get a positive real interest rate on financial savings, and 
private savings have been stagnating. The national income accounts 
showed a decline in private saving from 14.4% of GNP in 1965 to 
12.3% in 1968. 


Savings institutions. Expansion of the number of financial insti - 
tutions has often been suggested as a means to substantially increase 
private saving, but experience in this area has frequently been dis- 
appointing. The experiment with mobile savings banks in Pakistan 
is one example. In Kenya, National and Grindlay's Bank, Ltd. turned 
over to the government its network of 81 rural branches; but these, 
and other rural Kenyan banks which pay only 3% on saving deposits, 
have not been able to attract enough savings even to cover costs. 
Compared to the level of interest rates, the local availability of fi- 
nancial institutions appears to be less significant; mere availabilities 
of new outlets to supplement existing depositories, such as post of- 
fices or agricultural cooperatives, is not enough to induce citizens to 
deposit their funds. 





Stock and bond markets are usually small in developing countries. 
Brazil, Taiwan, and Korea all have stock markets, but the sifnificance 
of these markets is now limited by such deficiencies as lack of pub- 
lished company data in which the public has confidence. Debt instru- 
ments of several years duration are currently much more effective 
ways to raise capital, and have been used successfully in a number 
of countries. In India, nationally known private companies issue 
commercial paper at interest rates two to three times those offered 
to depositors in Indian banks. Remedial actions on the problems of 
capital markets hold out the prospect of attracting new capital as well 
as broadening a nation's equity in growth. 


Business enterprise profits (whether generated in private or public 
enterprises) always constitute an important part of total private saving. 
Private firm case histories are difficult to document, but itis gen- 
erally true that private business profit rates are substantially higher 
than in government firms and account for most private savings in 
most LDCs. The ratio of saving and reinvestment from business 
profits greatly exceeds the overall national 5 to 15% marginal saving 
rates out of personal disposable income in most developing countries, 
One of the serious problems in public companies in many countries 
continues to be an unwillingness to charge commercial prices and 
consequently failing to generate an appropriate level of savings for 
expansion or investment elsewhere. 

Curtailment of consumer good supplies. Increasing private saving 
through curtailing the availability of luxury goods is a common justi- 
fication for import restrictions on such goods in many countries. 

















Where the ban is merely on imports, however, the effect is usually to 
create highly profitable businesses in either smuggling luxury imports 
or producing high-profit domestic substitutes. The preferable solu- 
tion is a high excise tax on such consumables whether imported or 
produced (or assembled) locally; an outright ban, on both imports and 


production, is rarely feasible given the lubricating capacity of money. 
Expansion of such commodity taxes in Korea has added to available 
saving by increasing government revenues, and has not distorted the 
comparative advantage of domestic versus imported production. 


[ Excerpted from Administrator's Review 
of Development Performance 1970. 
Washington (D.C.): U.S. Agency for In- 
ternational Development, 1970. | 

















International Development Strategy for the 
Second United Nations Development Decade 


[| As a major feature of its 25th anniversary commemorative session, 
the United Nations General Assembly adopted a Resolution propounding 
a strategy for the Second UN Development Decade (DD II) in 1971-80. 
The strategy document establishes an overall goal of at least 6 per- 
cent annual average rate of economic growth for the developing coun- 
tries in the '70s, outlines specific measures to achieve this and other 
economic and social goals, and provides for an international mecha- 
nism to review progress and make the necessary adjustments in policy. 
Included below are a background and summary’ statement followed by 
excerpts from the text of the UN Resolution. | 


BACKGROUND 





The DD II strategy was prepared in response to a 
feeling in the mid-60s that the first UN Development 
Decade during the 1960s (initially suggested by Presi- 
dent Kennedy) might not be a success. This feeling 
persisted, despite the achievement of the UN's goal of 
a 5 percent overall annual rate of growth in gross 
national product (GNP) for the developing countries as 
a whole during 1961-70. In 1968 the General Assembly 
decided that a strategy should be developed for. the 
1970s—one which would, within a comprehensive and 
integrated framework, enunciate goals and objectives, 
both general and sectoral, as well as concerted policy 
measures at the national, regional and international 
levels to realize them. 


On October 24, 1970, the Assembly adopted the 
strategy and proclaimed the Decade starting January 1, 
1971 as the Second UN Development Decade. Subse- 
quently the General Assembly requested the Economic 
and Social Council (ECOSOC) to consider and recom- 
mend the details of a mechanism to make periodic re- 
views of progress toward achievement of the goals and 
objectives and the necessary adjustments in both goals 
and policy measures. The strategy reflects work by 
the entire UN system over a period of two years. As 
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modified by periodic adjustments, it will provide guidelines for the 
work of the system and for the efforts of individual governments in the 
fields of economic and social development during the Decade. 


The strategy was adopted without vote in Committee II of the Gen- 
eral Assembly and by acclamation in the General Assembly itself at the 
Commemorative Session, subject to the reservations and observations 
made in the Committee. Most of the developed countries, including 
the U.S., made reservations regarding certain parts of the document. 
The developing countries made both collective and individual state - 
ments, for the most part expressing the view that the document failed 
to measure up to expectations. Despite these statements, and despite 
some question as to the nature of the commitment of UN members to 
policies as specified in the resolution, most observers agreed that the 
document would provide a charter for a new venture in international 
cooperation. The joint statement of 77 developing countries, for ex- 
ample, concluded that with all its faults the resolution was "the best 
possible reflection of the present stage of the collective conscience of 
mankind on one of the most crucial areas of organizing human society." 


The Soviet Union and other Eastern European socialist countries, 
with the exception of Romania and Yugoslavia, while associating them- 
selves with the general purposes of the strategy, disassociated them- 
selves from the document as a whole and most specifically from the 
proposed targets for financial aid. They took the position that these 
aid targets could not apply to the socialist countries, which were not 
responsible for the economic backwardness of the developing countries; 
this, they said, resulted from their having been plundered by "colonial 
and neo-colonialist exploitation.'' They belittled the results of the 
First UN Development Decade, and said little could be expected from 
the Second unless there were changes in the international political 
situation and radical reforms in many policies and practices of the 
developing countries. Nevertheless, ina joint statement made in 
Committee II of the General Assembly, they expressed their support 
in principle for UN measures to eliminate underdevelopment. 


Goals. The only goal initially set for the first Development Decade 
in 1961 was a quantitative goal of a 5 percent overall annual rate of 
' growth inGNP. By contrast, the DD II strategy reflects the concept 
of an integrated approach to development embracing both economic and 
social factors, a concept which the U.S. strongly supported. The 
overall growth target for the 1970s is defined as at least 6 percent 
annually, and several associated sub-targets for sectoral growth are 
quantified. The possibility of raising these targets will be examined 
in the review and appraisal process halfway through the Decade. Qual- 
itative goals are set for employment, education, health, nutrition, 
housing and social welfare. 











Policy measures. When the first Development Decade was adopted, 
some general lines of action were indicated which were added to and 
fleshed out during the course of the Decade. In contrast to the rela- 
tively brief statement approved for the 1960s, the strategy Resolution 
for DD II contains a very comprehensive set of policy measures em- 
bracing the economic and social fields, as well as science and tech- 
nology. The policy measures are largely an amalgam of texts on 
trade and finance negotiated at the intergovernmental level, texts 
based on proposals by the Specialized Agencies and other UN bodies, 
and recommendations of the Committee for Development Planning, an 
independent group of economic experts which reports to the ECOSOC. 
The texts on trade and finance were initially negotiated in the United 
Nations Conference on Trade and Development (UNCTAD), which was 
unable to reach agreement on a number of irnportant issues. While 
some of these points were resolved in subsequent negotiations in the 
Preparatory Committee and Committee II of the General Assembly, 
and viewpoints were brought closer together on others, disagreements 
persist which will be the subject of further negotiations and pressures 
from the developing countries during the years ahead. There were 
relatively few disagreements regarding the policy measures other 
than trade and finance. 





The transfer of resources to developing countries was the policy 
measure which received the greatest attention in the negotiations. The 
developing countries asked that the developed countries commit them- 
selves individually to a date for achieving a total annual transfer of 
resources equivalent to 1 percent of their GNP. The strategy docu- 





ment establishes a target date of 1975, which was accepted by a number 


of donor countries. U.S. Delegates reaffirmed U.S. adherence to this 
target but without commitment to any date, and several of the Western 
European countries made reservations on the subject. The strategy 
document also provides for a sub-target on a best endeavor basis for 
official aid flows of 0.7 percent of GNP. Most of the major donors, 
including the U.S., did not accept the idea of a target, although there 
was general agreement that a substantial part of financial resource 
transfers should be in the form of official development assistance. 


The developing countries argued that serious consideration should 
be given before the next allocation of the International Monetary Fund's 
Special Drawing Rights (SDRs) to establishment of a link between these 
SDRs and the provision of additional development finance beyond the 
1 percent target. Most of the major financial countries did not accept 
this idea. A number of them did state in different ways that they were 
prepared to have some study made of the subject, but stressed the 


overriding importance of first establishing SDRs as effective and gen- 
erally acceptable reserve assets. 


The developing countries pressed for acceptance of the concept of 
a sub-target for aid for science and technology, and for the allocation 


20 


% 
p 
Ess 
: 
3 








of 5 percent of the research and development expenditures of each 
developed country to the specific problems of the developing nations. 
These proposals were in general not accepted by the developed coun- 
tries. 


Review and appraisal. The concept of the international development 
strategy is a dynamic one, involving a continuing process of adapta- 
tion both to the experience gained in implementing and to any develop- 
ments, including the impact of rapid advance in technology. To achieve 
this result, the strategy provides for a system of biennial review and 
appraisal of progress toward achieving the goals and objectives of the 
decade. This review process will seek to identify shortfalls in their 
achievement and the factors which account for them; it will result in 
recommendations of positive measures, including new goals and 
policies as needed. Reviews will be carried out at the national, 
regional, sectoral and global levels, with an overall appraisal by the 
General Assembly through the Economic and Social Council. In the 
view of some observers, the establishment of this system of review 
and appraisal is one of the most important achievements of the strategy 


document and marks a new stage in development of international coop- 
eration. 





Despite the disagreements and reservations voiced, a widespread 
feeling of satisfaction was expressed at the extent of agreement on so 
many important matters by so many countries. 


ABRIDGED TEXT OF THE UN RESOLUTION: 
"INTERNATIONAL DEVELOPMENT STRATEGY 
FOR THE SECOND UN DEVELOPMENT DECADE" 


Preamble 





On the threshold of the 1970s, Governments dedicate themselves 
anew to the fundamental objectives enshrined in the Charter of the 
United Nations twenty-five years ago to create conditions of stability 
and well-being and to ensure a minimum standard of living consistent 
with human dignity through economic and social progress and develop- 
ment. While a part of the world lives in great comfort and even af- 
fluence, much of the larger part suffers from abject poverty, and the 
disparity is continuing to widen. This has contributed to the aggra- 
vation of world tension. Youth everywhere is in ferment. The 1970s 
must mark a step forward in securing the well-being and happiness 
not only of the present generation but also of the generations to come. 


In the conviction that development is the essential path to peace and 


justice, Governments reaffirm their common resolve to seek a better 
and more effective system of international cooperation whereby the 
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prevailing disparities in the world may be banished and prosperity 
secured for all. This calls for a global development strategy based 
on joint and concentrated action by developing and developed countries 
in all spheres of economic and social life. The primary responsibility 
for the development of developing countries rests upon themselves; 

but however great their own efforts, these will not be sufficient unless 
they are assisted through increased financial resources and more 
favorable economic and commercial policies on the part of developed 
countries. 


Governments designate the 1970s as the Second United Nations De- 
velopment Decade and pledge themselves, individually and collectively, 
to pursue policies designed to create a more just and rational world 
economic and social order. They subscribe to the goals and objec- 
tives of the Decade and resolve to take the measures to translate them 
into reality. 


Goals and Objectives 





The average annual rate of growth in the gross product of the de- 
veloping countries as a whole during the Second United Nations De- 
velopment Decade should be at least 6 percent, with the possibility of 
attaining a higher rate in the second half of the Decade to be specified 
on the basis of a comprehensive mid-term review. This target and 
those derived from it are a broad indication of the scope of convergent 
efforts to be made during the Decade; it should be the responsibility 
of each developing country to set its own target for growth in the light 
of its own circumstances. The average annual rate of growth of gross 
product per head in developing countries as a whole during the Decade 
should be about 3.5 percent. This rate will represent a doubling of 
average income per head in the course of two decades. The target 
for growth in average income per head is calculated on the basis of 
an average annual increase of 2.5 percent in the population of de- 
veloping countries, which is less than the average rate at present 
forecast for the 1970s. 


An average annual rate of growth of at least 6 percent in the gross 
product of developing countries during the Decade will imply an aver- 
age annual expansion of: 1) 4 percent in agricultural output; 2) 8 per- 
cent in manufacturing output; 3) 0.5 percent in the ratio of gross 
domestic saving to the gross product, so that this ratio rises to 
around 20 percent by 1980; 4) somewhat less than 7 percent in im- 
ports and somewhat higher than 7 percent in exports. As the ulti- 
mate purpose of development is to provide increasing opportunities 
to all people for a better life, it is essential to bring about a more 
equitable distribution of income and wealth. Each developing country 
should formulate national employment objectives to absorb an in- 
creasing proportion of its working population in modern-type activities 
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and to reduce significantly unemployment and underemployment; par- 
ticular attention should be paid to achieving enrollment of all children 
of primary school age, and improvement in the quality of education 

at all levels; each country should formulate a coherent health program; 
levels of nutrition should be improved; housing facilities should be ex- 
panded; the well-being of children, the participation of youth and the 
integration of women in the development effort should be fostered. 


Policy Measures 








International trade. International commodity agreements will be 
kept under review with a view to strengthening the working of such 
agreements; all possible resources for the pre-financing of buffer 
stocks will be considered; particular attention will be paid to securing 
stable, remunerative and equitable prices with a view to increasing 
the foreign exchange earnings from exports of primary products from 
the developing countries. No new tariff and non-tariff barriers will 
be raised nor will existing ones be increased by developed countries 
against imports of primary products of interest to developing coun- 
tries; developed countries will accord priority to reducing or elim- 
inating duties and other barriers to imports of such primary products. 
Developed countries will give increased attention to supplement the 
resources of the developing countries in their endeavor to accelerate 
the diversification of their economies with a view to the expansion of 
the production and export of semi-manufactures and manufactures; 
finances will be provided to initiate research designed to improve 
market conditions and cost efficiency, and to diversify the end uses 
of natural products facing competition from synthetics and substitutes; 


the machinery for consultation on surplus disposal will be widened 
and reinforced. 


Arrangements for generalized, non-discriminatory, non-reciprocal 
preferential treatment to exports of developing countries in the mar- 
kets of developed countries have been drawn up in the United Nations 
Conference on Trade and Development; preference-giving countries 
are determined to seek as rapidly as possible the necessary legisla- 
tive or other sanction to implement these arrangements in 1971. De- 
veloped countries will not, ordinarily, raise existing tariff or non- 
tariff barriers to exports from developing countries, nor establish 
new tariff or non-tariff barriers or any (adversely) discriminatory 
measures; intergovernmental consultations will be intensified with a 
view to giving early effect to measures for the relaxation and progres - 


sive elimination of non-tariff barriers affecting trade in manufactures 
of interest to developing countries. 


Regional integration. The developing countries will continue their 
efforts to negotiate and put into effect schemes for regional and sub- 
regional integration or measures of trade expansion among themselves. 
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The developed market economy countries will, through financial and 
technical assistance or in commercial policy, support initiatives in 
regional and subregional cooperation of developing countries. The 
socialist countries of Eastern Europe will extend their full support 
within the framework of their socio-economic system. 


Financial resources for development. Developing countries must 
bear the main responsibility for financing their development: they 
will pursue sound fiscal and monetary policies and, as required, re- 
move institutional obstacles through the adoption of appropriate re- 
forms in tax administration, and will keep the increase in their cur- 
rent public expenditure under close scrutiny with a view to releasing 
maximum resources for investment. Every effort will be made to 
mobilize private savings through financial institutions, thrift societies, 
post office savings banks and other saving schemes, and the supply of 
savings will be channeled to investment projects in accordance with 
their development priorities. 





Each economically advanced country should endeavor to provide by 
1972 financial resource transfers (official and private) of a minimum 
net amount of | percent annually of its gross national product to de- 
veloping countries in actual disbursements; those developed coun- 
tries which are unable to achieve this target by 1972 will endeavor to 
attain it not later than 1975. Each economically advanced country will 
progressively increase its official development assistance to the de- 
veloping countries and will exert its best efforts to reach a minimum 
net amount of 0.7 percent of its gross national product by the middle 
of the Decade. Developed countries members of the Development 
Assistance Committee (DAC) of the Organization for Economic Coop- 
eration and Development (OECD) will exert best efforts to reach by 
31 December 1971 the norms set out in the Supplement to the 1965 
Recommendation on Financial Terms and Conditions of the DAC, 
adopted on 12 February 1969, designed to soften and harmonize terms 
and conditions of assistance to developing countries; developed coun- 
tries will consider measures aimed at the further softening of terms 
and at a greater harmonization of terms given to individual developing 
countries. Financial assistance will, in principle, be untied. Arrange- 
ments for forecasting, and if possible, forestalling debt crises will 
be improved, and where difficulties do arise, the countries concerned 
will stand ready to deal reasonably with them. Developing countries 
will adopt appropriate measures for inviting, stimulating and making 
effective use of foreign private capital; foreign private investment 
in developing countries should be undertaken in a manner consistent 
with the development objectives and priorities established in their 
national plans. 


The volume of resources made available through multilateral insti- 
tutions for financial and technical assistance will be increased to the 
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fullest extent possible. The International Bank for Reconstruction 
and Development has been requested to pursue its efforts at working 
out a scheme of supplementary financing. As soon as adequate ex- 
perience is available on the working of the scheme of Special Drawing 
Rights, serious consideration will be given to the possibility of the 
establishment of a link between the allocation of new reserve assets 
under the scheme and the provision of additional development finance 
for the benefit of all developing countries. 


Invisibles including shipping. The objective is to promote, by 
national and international action, the earnings of developing countries 
from invisible trade and to minimize the net outflow of foreign ex- 
change from those countries arising from invisible transactions, in- 
cluding shipping. National shipping lines of developing countries 
should be admitted as full members of liner conferences operating in 
their national maritime trade, and have an increasing and substantial 
participation in the carriage of cargos generated by their foreign 
trade. To reverse the existing trend whereby the share of the de- 
veloping countries in the world merchant fleet has been declining in- 
stead of increasing, developing countries should be enabled to expand 
their national and multinational merchant marines through the adoption 
of such measures as may be appropriate to permit their shipowners to 
compete in the international freight market. 





Special measures in favor of the least developed countries. While 
it is the objective of the Decade to achieve the rapid economic and 
social progress of all developing countries, special measures will be 
taken to enable the least developed among them to overcome their par- 
ticular disabilities. Organizations and bodies of the United Nations 
system will consider initiating early in the Decade special programs 
to alleviate the critical development problems of the least developed 
countries; developed countries will assist in the implementation of 
these programs, including grants and/or exceptionally soft loans to 
meet their needs and to enhance their absorptive capacity. 





Special measures in favor of the land-locked developing countries. 
All States invited to become parties to become parties to the Conven- 
tion on Transit Trade of Land-locked States of 8 July 1965, which have 
not already done so, will investigate the possibility of ratifying or 
acceding to it at the earliest possible date. 





Science end technology. Developing countries will continue to in- 
crease their expenditure on research and development and will en- 
deavor to attain, by the end of the Decade, a minimum average level 
equivalent to 0.5 percent of their gross product. They will put par- 
ticular stress on applied research and seek to develop the basic in- 
frastructure of science and technology. Within their individual aid and 
technical assistance programs, developed countries will substantially 








increase their aid for the direct support of science and technology in 
developing countries during the Decade. Consideration will be given 
to the question of setting a target equivalent to a specified percentage 
of the gross national product of developed countries at the time of the 
first biennial review. Developed and developing countries and com- 
petent international organizations will draw up and implement a pro- 
gram for promoting the transfer of technology to developing countries, 
which will include, inter alia: the review of international conventions 
on patents, the identification and reduction of obstacles to the transfer 
of technology to developing countries, facilitating access to patented 
and non-patented technology for developing countries under fair and 
reasonable terms and conditions, the development of technology suited 
to the productive structures of developing countries and measures to 
accelerate the development of indigenous technology. 


Human development. Those developing countries which consider 
that their rate of population growth hampers their development will 
adopt measures which they deem necessary in accordance with their 
concept of development; developed countries, consistent with their 
national policies, will, upon request, provide support through supply 
of means for family planning and further research; international 
organizations concerned will continue to provide, when appropriate, 
the assistance that may be requested by interested Governments. 
Developing countries will scrutinize their fiscal, monetary, trade 
and other policies with a view to promoting both employment and 
growth. Wherever a choice of technology is available, developing 
countries will seek to raise the level of employment by ensuring that 
capital-intensive technology is confined to uses in which it is clearly 
cheaper in real terms and more efficient. Developing countries will 
put as much emphasis as possible on rural employment, and will also 
consider undertaking public works that harness otherwise unutilized 
manpower. Developing countries will formulate and implement edu- 
cational and training programs designed to increase productivity sub- 
stantially in the short run and to reduce waste; particular emphasis 
will be placed on teacher-training programs and on technical and vo- 
cational training; facilities will be provided for improving the literacy 
and technical competence of groups that are already productively en- 
gaged. 





Developing countries will establish at least a minimum program 
of health facilities including those for medical training and research 
and for bringing basic medical services within the reach of a speci- 
fied proportion of their population by the end of the Decade. These 
will include basic health services for the prevention and treatment 
of diseases and for the promotion of health. Developing countries 
will adopt policies in an effort towards meeting their nutritional re- 
quirements, including development and production of high-protein 
foods and wider use of new forms of edible protein. Developing coun- 
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tries will take steps to provide improved housing and related com- 
munity facilities, especially for low-income groups, and will seek to 
remedy the ills of unplanned urbanization. Governments will intensify 
national and international efforts to arrest the deterioration of the 
human environment and to take measures towards its improvement, 
and to promote activities that will help to maintain the ecological 
balance on which human survival depends. 


Expansion and diversification of production. Developing countries 
will take steps to develop the full potential of their natural resources. 
Concerted efforts will be made, particularly through international 
assistance, to enable them to prepare an inventory of natural re- 
sources for their more rational utilization in all productive activities. 
Developing countries will formulate, early in the Decade, appropriate 
strategies for agriculture (including animal husbandry, fisheries and 
forestry) designed to secure a more adequate food supply, to meet 
their nutritional and industrial requirements, to expand rural employ- 
ment and to increase export earnings. They will undertake, as appro- 
priate, reform of land tenure systems for promoting both social 
justice and farm efficiency and adopt measures to provide adequate 
inputs, marketing, infrastructure and credit; developed countries 
will support this endeavor. Developing countries will take parallel 
steps to promote industry to achieve rapid expansion, modernization 
and diversification of their economies, including measures to ensure 
expansion of industries that utilize domestic raw materials, that 
supply essential inputs to both agriculture and other industries, and 
that help to increase export earnings. Developing countries will, as 
appropriate, establish or strengthen their planning mechanisms, in- 
cluding statistical services, for formulating and implementing their 
national development plans during the Decade. 





Review and Appraisal of Objectives and Policies 





Arrangements are needed to scrutinize progress toward achieving 
the goals of the Decade, to identify shortfalls and their causes, and 
to recommend new policies or goals as needed. At the national level, 
each developing country will, as appropriate, establish evaluation 
machinery or strengthen the existing one; particular attention will be 
devoted to improving and strengthening national programing and sta- 
tistical services. For appraisals at the regional level, regional 
Economic Commissions and the United Nations Economic and Social 
Office in Beirut, in cooperation with regional Development Banks and 
subregional groupings, will assume the main responsibility. The 
United Nations Conference on Trade and Development, the United 
Nations Industrial Development Organization and the Specialized 
Agencies of the United Nations will continue to review progress in 
their respective sectors according to procedures already established, 
adapted as necessary. An overall appraisal of the progress in im- 














plementing the international development strategy will be made by the 
General Assembly through the Economic and Social Council, on the 
basis of the above-mentioned reviews by the Committee for Develop- 
ment Planning; the Secretary-General will submit appropriate docu- 
mentation and reports. The overall appraisal will be made biennially, 
the second biennial appraisal being in the nature of a mid-term re- 
view. 


Mobilization of Public Opinion 





Governments of the more advanced countries will intensify their 
endeavor to deepen public understanding of the interdependent nature 
of the development efforts during the Decade and of the need to assist 
the developing countries. The efforts which developing countries are 
making to meet the requirements of their economic and social pro- 
gress need to be more clearly and more generally made known in 
developed countries. Similarly, Governments of the developing coun- 
tries will continue to make people at all levels aware of the benefits 
and sacrifices involved and to enlist their full participation in achieving 
the objectives of the Decade. The role of the United Nations system 
will be to assist national information media by supplying adequate 
basic information from which these media may draw both substance 
and inspiration for their work. 


[ Background statement prepared by 
the editor using materials from the 
UN and the U.S. Department of State. 
Resolution text: UN Sales No. E.71. 
TAs 2.) 


[EDITOR'S NOTE: The excerpts above present highlights of the UN 
Resolution, omitting some items and rendering others without the 
precise wording of the original. Therefore, this text should not be 
used for any official purpose. | 
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REPRODUCED FROM THE TIMES OF THE AMERICAS, 
VOL. XIV, NO. 37, SEPTEMBER 23, 1970, PAGE 4. 
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On Smuggling 
Lawrence J. White 


[Illegal trading methods of many kinds are found in a number of de- 
veloping countries which impose heavy taxes or extensive controls on 

- their foreign trade. Smuggling is not easy to detect or measure, and 
attempts to curb it present difficulties; but there are remedial actions 
which can reduce its scope. ] 


"Smuggling" often brings to mind the image of tour- 
ists hiding new wristwatches in their suitcases or, 
perhaps, illegal drugs being covertly imported into a 
country from the Middle East. The consequent impres - 
sion is that smuggling is not an important phenomenon 
except to a few customs inspectors or narcotics squad 
officers. In many countries, particularly less developed 
countries, however, this would not be an accurate pic- 
ture. In their efforts to accelerate development, many 
countries have seriously skewed their foreign trade 
sector. High tariffs, export taxes, multiple exchange 
rates, overvalued exchange rates, and import licenses 
or quotas are frequently found. These all create in- 
centives to circumvent the system, often with a large 
potential profit. Both import and export flows can be 
involved. There is usually no shortage of entrepre- 
neurs, traders, bankers, and farmers who are willing 
to try to circumvent the system if the potential gains 
are high enough. Police, navy, and customs officials 
are often poorly paid and poorly trained, and are unable 
or even unwilling to stop the smuggling. Thus, smug- 
gling, both potential and actual, is a serious problem 
for a number of countries. 


That smuggling can be quantitatively important has 
been shown by estimates of unrecorded Indonesian ex- 


Dr. White is an Assistant Professor, 
Department of Economics, Princeton 
University, New Jersey. 
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ports at some $200 million per year in 1958-62 [ see pp. 39-46 below]; 
Indonesia may be an extreme case, but there is active smuggling in 
other Asian countries. A recent "back of the envelope" estimate put 
import smuggling in India at $370 million a year. Pakistan reputedly 
loses sizable quantities of foreign exchange from underinvoicing of ’ 
exports and overinvoicing of imports, and a large amount of unofficial 
agricultural trade is said to occur across the Indian-Pakistan borders. 
Large amounts of smuggled goods enter the many islands of the 
Philippines. Smuggling is not unknown in the Middle East, Africa, 

or Latin America. I shall refer in this article to all types of un- 
recorded trade as ''smuggling." 


Methods of Smuggling 





A motorboat delivering goods to a small cove in the middle of the 
night represents perhaps the most frequently thought of form of 
smuggling, i.e., goods that move through unofficial channels and 
avoid any contact with customs posts. Over land borders, this form 
would be a truck traveling on back roads or even individual travelers 
on foot or camel with low-weight, precious cargoes. This form of 
smuggling is usually aimed at avoiding import duties, but if export 
taxes are high enough or the exchange rate applied to exports un- 
favorable enough the motorboats will also carry out exports —as in 
Indonesia in the early 1960s. 


A somewhat similar form of smuggling is the diversion of imports 
that were intended for re-export. Here, goods usually have to pass 
through one customs inspection and are sealed and/or bonded until 
they leave the country again. They may be put in a bonded warehouse 
for re-shipment out of the same port, or they may have to be trucked 
or taken by railroad across the country to another border. If the 
goods can be diverted to domestic use, duties can be avoided. Customs 
officials will expect the goods to be re-exported; the smuggler will 
either have to hope that the papers on his goods never reach the second 
customs post, or he will have to bribe the first or second set of cus- 
toms officials. The town of Landi Kotal, on the Pakistan side of the 
Pakistan-Afghanistan border, is a well-known site of this type of 
smuggling. Goods entering Karachi port and "destined for Afghanis - 


tan'' by truck frequently never complete the journey and instead unload 
at Landi Kotal. 


Other forms of smuggling involve goods traveling through the cus- 
toms ports with a misrepresentation being made about their nature, 
either with or without the connivance of the customs officials. The 
most obvious form of misrepresentation is about price; if an im- 
porter wishes to reduce his tariff burden, he can claim that the items 
cost less per unit than is actually the case. On the other hand, if an 
exporter is operating under a controlled currency or multiple exchange 
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rates, he can overinvoice (i.e., say that goods cost more than they 
actually do) in order to obtain additional foreign exchange for personal 
capital export or for sale at a higher rate (black market or otherwise). 
Similarly, an exporter can underinvoice on price to reduce his export 
tax liability or to obtain foreign exchange that would |\otherwise have 

to be surrendered at an unfavorable rate. Incorrect invoices may be 
made up with the connivance of foreign exporters or importers. A 
closely related form of smuggling is the misrepresentation of quantity, 
for the same reasons as above. Misrepresentation of quality is yet 
another way of achieving the same ends. Complete misrepresentation 
of the goods can also achieve these ends; if an importer can convince 
the customs officials that the vehicle inside the crate is a tractor 


whereas it is really a Mercedes-Benz, he will of course pay a lower 
duty. 


Finally, though this does not strictly fit with the definition of 
smuggling given above, there is the possibility of straightforward non- 
payment of duties. In this case, a customs official would record the 
entry of a good but not record any duty being paid. On the surface it 
would appear that this would be readily detectable, but if the adminis - 
trative structure and information-transmitting procedures were poor 
enough, a customs official might well be able to indulge in the prac- 
tice. Also, if there are a number of legal ways by which importers 
could avoid paying duty (e. g., imports on government account, im- 
ports for special purposes, imports under tax exemption schemes, 
etc.), then fairly large amounts of illegal non-payment might be 
masked by these other legal non-payments. 


Methods of Detection 








In principle, there are statistical means for detecting and measur - 
ing smuggling, but in practice it may be very difficult to detect and 
even more difficult to measure. One might try to compare a country's 
recorded trade with that of its trading partners and look for discrep- 
ancies. This trail is full of pitfalls, however: some illegal trade 
may have escaped the records of the trading partners, some of the 
trading partners may not publish trade statistics (e.g., Singapore 
does not publish statistics on its trade with Indonesia, and Communist 
China does not publish any statistics at all), there may be leads and 
lags in shipments and recording, trade flows may be recorded on dif- 
ferent classification systems, trade in goods destined for the military 
may be recorded at one end but not at the other, or the existence of 


re-exports may cause recording inconsistencies as to the origin and 
destination of goods. 


Next, one might try to look at the domestic market place. If im- 
ports being smuggled into a country, these illegal imports should 
drive the domestic price of these goods below the legally-entered 
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price. Armed with a set of c.i.f. prices of imports, their local 
wholesale prices and the schedules of duties and taxes, an investigator 
might be able to detect the existence of smuggling. But this test would 
only provide an indication of the existence of smuggling, not its ex- 
tent, and it would be of no value for detecting smuggling under quanti- 
tative restrictions on trade. A check of the unit values implied by the 
trade data might reveal the existence of under- or overinvoicing on 
price, provided the investigator had an accurate list of the inter - 
national prices of the commodities in question; the problem here is 
obtaining a fine enough breakdown of trade flows so that the unit values 
are meaningful. 


Ultimately, smuggled imports have to be paid for, and payment is 
received for smuggled exports. In an otherwise tight and accurate 
balance-of-payments accounting statement, the payment for smuggled 
imports would show up as an unexplained capital outflow in the "errors 
and omissions" line. Similarly, receipts for smuggled exports would 
show up as an unexplained capital inflow. But payments and receipts 
for smuggled goods may hide in other categories in the balance of 
payments, e.g., in the ''services" line. Or smuggled exports and 
imports may roughly balance each other, so that there is no net fi- 
nancial flow. In any case currency or gold may also be smuggled if 
foreign exchange regulations provide enough incentive. Smuggled 
flows may be financing (or financed by) the building up (or drawing 
down) of balances held abroad by local nationals. In principle the 
movement in balances is knowable, but in practice most countries have 
no idea of the size or movement of balances abroad. 


Checking on straight non-payment of duties should be easy —if de- 
tailed lists of imports, duties paid, and legally exempt imports are 
available, all classified on the same basis as the tariff schedule. 

This information is not always compiled in this way, so that even 
government officials may not be able to check on non-payment. 

Finally, there may be few ways of checking on the misclassification 

of goods (i.e. , the Mercedes which is labeled "tractor"'). In this 
case, payment is made through legal channels, and all import and cus- 
toms data are internally consistent. For some items, like automobiles, 
later internal registration of the items may provide a check, but such 
items are few. High quality textiles, wristwatches, cosmetics, etc., 
are not domestically registered, and if they enter in boxes marked 
"cement" there is no way of further detecting the extent of this form 

of smuggling. 


The Social Costs of Smuggling 











In discussing the costs of smuggling, it is important to realize 
that the smuggled flows themselves are not irretrievably lost to the 
country concerned. Rather, the benefits from smuggling accrue to 
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individuals of the country, just as do the benefits of legal flows. It is 
usually a matter of judging loses (or gains) from shifts in the individ- 
uals and groups to whom these benefits go. Let us assume that the 
revenue from export and import taxes, multiple exchange rate arbi- 
trage, etc. counts for full utility value when it accrues to a govern- 
ment through legal trade flows, and counts for zero when it accrues 
instead to a private individual through smuggling. With this assump- 
tion, the costs of smuggling in some situations become straightforward: 
if the foreign trade sector is otherwise open but the government im- 
poses import and/or export taxes, the foregone taxes on the smuggled 
flows represent the social costs from smuggling. Next, suppose the 
economy has multiple exchange rates in addition to taxes, but that 
otherwise trade is still free. Now, in addition to the foregone taxes, 
the government can lose a possible arbitrage income when legal ex- 
porters receive a lower exchange rate than legal importers have to 
pay. However, if we acknowledge that the government's loss is an 
individual's gain, we could consider that the social costs to the country 
were only some fraction of the foregone revenue to the government —a 


fraction representing one's evaluation of the relative utility of public 
and private resources. 


The social costs of smuggling, however, extend far beyond some 
fraction of the revenue lost by the government on the smuggled trade. 
First, smuggling can have a snowballing effect, feeding on itself. 
Widespread smuggling puts pressure on honest sellers of goods that 
are in competition with the smuggled goods. To the extent that the 
extra costs of smuggling do not fully absorb the margin permitted by 
the evasion of tariffs, the seller of smuggled goods can undercut the 
honest seller. Further, to the extent that customs officials are com- 
plicit in the smuggling, they may become unhappy with the honest im- 
porters whose shipments offer them no gain and ask for bribes, 
threatening to delay the clearance of the honest importers' goods. 
Both of these influences may put an unbearable squeeze on the honest 
importers and force them to begin to underinvoice like their competi- 
tors. Similarly, export smuggling can drive up the local wholesale 
price of export commodities and thus make it unprofitable for honest 
exporters to sell within the constraints of a particular exchange rate 
or export tax. Thus, the existence of smuggling today carries the 
likelihood of larger smuggling flows tomorrow, and any costs attrib- 
utable to smuggling today will be greater tomorrow. In any case, 
widespread smuggling can have a debilitating effect on a country as a 
whole. Cynicism and a general demoralization may setin, as citizens 
lose faith in the ability of their government to control its affairs and 
enforce its laws. Under- or non-payment of all taxes and general dis- 


regard for other laws may become widespread, again in a snowballing 
process. 


There may be a real loss of resources involved in the time and ef- 
fort devoted to smuggling and outwitting the customs officials rather 


35 











than having the smugglers' efforts routed to more productive pursuits. 
For example, to the extent that motorboats are less efficient carriers 
of goods than are regular ocean-going vessels, smuggling by means 
of the motorboat is using resources inefficiently; in the end, some- 
one has to pay for the transport costs. Further, the physical ease of 
smuggling certain goods relative to others may induce uneconomic 
distortions in domestic output. 


A government may wish to use tariffs or other protective devices 
to promote a genuine infant industry. But smuggling may foil this 
effort and prevent the infant's development, leaving the country worse 
off. Similarly, there is a class of costs involved in smuggling ina 
licensing situation. Where certain imports are limited by quotas, 
these quotas presumably exist to protect a domestic industry and par- 
ticularly its profits. Thus, any smuggled goods of this type offer extra 
competition to the domestic producers and cause a drop in their prices 
and profits. This is usually a transfer from producers' surpluses to 
consumers! surpluses, plus a net gain in consumers' surpluses from 
the drop in price. But the government by its imposition of a quota, 
has indicated that the producers' surpluses carry more utility weight 
than do the consumers' surpluses. Suppose an import is banned for 
moral reasons (e.g., addictive drugs); here, the enjoyment of con- 
sumers' surplus is seen as a positive evil. Finally, export or import 
smuggling that is conducted with a country whose government is con- 
sidered hostile by the smugglers' government may be seen to involve 
costs; ''My enemy's gain is my loss" appears to be a frequent attitude. 


Some of the costs discussed here are rather subjective in nature. 
An individual who is hostile to a particular government will welcome 
the demoralization created by smuggling and not count it as a social 
cost. An economist opposed to a tight licensing system imposed by 
a government might consider smuggling as an unmixed gain in in- 
creasing allocative efficiency. A businessman opposed to government 
spending in general will not regret the loss of revenue to government 


from smuggling. A government supporter will have the opposite view 
in all of these instances. 


Methods of Combatting Smuggling 





There are three general approaches to smuggling. The first is to 
beef up the customs service, enforce better discipline and honesty, 
pay better salaries, provide more manpower. This is more easily 
said than done; it is not costless but it is possible. The second is to 
eliminate or reduce the incentives for smuggling that have been 
created by the high tariffs, multiple exchange rates, import licenses, 
etc. Again, this is not costless; a government convinced of the in- 
herent worth of its policies may well be reluctant to change its ways, 
despite widespread smuggling. "Crack down on the smugglers" may 
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be heard more receptively by government bureaucrats than the admon- 
ition 'change your ways so as to reduce the incentives for smuggling," 
The third is to do nothing. "Smuggling will always exist; as long as 
it does not get too bad, let's not rock the boat; we may have to step 
on too many toes to do anything about it.'' This will, of course, be 
music to the ears of smugglers. 


Aside from these broad strategies, there is a variety of other 
actions that governments can take to limit or reduce the scope for 
smuggling. One frequent method to reduce underinvoicing on price is 
for the customs service to equip itself with a set of 'check-prices" 
or "indicator-prices'' representing the f.o.b. prices of most of the 
commodities that the country imports. Any price listed on an invoice 
that is above these check-prices is automatically accepted, but the 
check-prices take precedence over prices that are lower. Obviously, 
a special effort is necessary to keep the check-prices up to date: a 
failure to follow rising price trends means a loss of revenue; a fail- 
ure to follow falling trends means a heavier burden on importers than 
had originally been intended. (The same kind of check-pricing can be 
used to police export invoicing.) Another way to foil price under- 
invoicing of imports is to levy duties on a specific rather than an ad 


valorem basis. 


In a trade system dominated by licensing, the incentives for over- 
invoicing of imports could be reduced if the licensing is supplemented 
by import duties; importers will be less likely to overinvoice if they 
have to pay sizable duties on the "phantom" goods. In general, a 
uniform percentage tariff on all imports would reduce the incentives 
for misclassification and greatly simplify the administrative burdens 
of customs. But other goals, like revenue maximization or special 
protection, would have to be sacrificed. However, there are other 
forms of protection: a production subsidy to an infant industry will 
allow it to compete, despite smuggling. Economists have long argued 
that production subsidies were the proper and most equitable way to 
encourage infant industries; an environment of smuggling would seem 
to offer a good opportunity for that advice to be acted upon. 


If a particular institution or government agency involved in foreign 
trade is considered weak or unreliable, it may be possible to struc- 
ture the trade system so as to get around the weak party. For ex- 
ample, in many countries the central bank's operation of foreign ex- 
change transactions is considered more reliable than the customs 
service's operation of the tariff system. This would argue for putting 
at least part of the incentive /disincentive structure into the central 
bank's hands; e.g., multiple exchange rates. Alternatively, smug- 
gling may be reduced if a given set of incentives/disincentives are 
imposed fractionally by a number of government agencies rather than 
if one agency alone has the responsibility. If a smuggler has to pass 
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through only one legal barrier (e.g., customs), smuggling by means 
of underinvoicing is probably less risky and certainly less costly than 
smuggling by means of the motorboat in the middle of the night. But 
if the smuggler has to pass through other barriers (e.g., a Central 
Bank multiple exchange rate, a pre-payment for import requirement, 
etc. ) the risks and costs of underinvoicing increase—more officials 
have to be bribed, more chances for something to go wrong. Con- 
cretely, suppose a smuggler would be willing to underinvoice only if 
the gain were over 40 percent and he only had to pass one barrier; 
suppose further that the incentive would have to be 80 percent before 
he would try the motorboat. Then, by combining a 25 percent tariff, 
a 25 percent exchange rate differential, and a pre-payment require- 
ment equivalent to a 25 percent cost increase, a government could 


impose a 75 percent cost disincentive and still not lose the import to 
the motorboat. 


In principle, a domestic sales tax could capture some of the rev- 
enue lost from smuggling. In practice, a government whose admin- 
istrative structure cannot control smuggling is unlikely to be much 
more successful collecting a sales tax on the same items. Banning 
an imported good may prove effective against some forms of smug- 
gling. Ordinarily, banning is an unwise procedure; it provides in- 
finite tariff protection to a domestic industry, and the only restraints 
left on the industry are those of internal competition. But, if the con- 
sumption of an imported item is to be discouraged on sumptuary grounds 
and smuggling is prevalent, banning may be worth considering. If 
luxury cars are banned, the appearance of a Mercedes-Benz on a street 
creates a presumption of smuggling that even a 500 percent import duty 
does not. The more obvious is the article, the more effective will be 
the ban as a discouraging device. 


None of these remedies (except perhaps banning luxury cars) is 
foolproof. It is unlikely that a smuggling trade that has been brisk 
will disappear immediately, regardless of what measures are tried. 
But the measures described can reduce the incentives and/or increase 
the costs and risks of smuggling and thereby should diminish smug- 
gling flows. These measures are not costless either. They require 
increases in resources devoted to controlling smuggling, changes in 
procedures, and often the political costs of infringing on important 
economic interests. Only after making a judgment as to the real costs 


involved in smuggling can a government decide which measures to 
employ and how far to push them. 


[Excerpted from On Smuggling, Discus- 
sion Paper No. 14, Research Program in 
Economic Development. Princeton (N.J.): 
Woodrow Wilson School, Princeton Uni- 
versity, September 1970, pp. 1-16. ] 
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Indonesia’s Unrecorded Trade 
Cc: G. Fe. Simlem 


[ Smuggling and undervaluation of exports and import smuggling were 
certainly prevalent in Indonesia in 1958-66 on a scale equivalent to a 
large fraction of the recorded foreign trade. The results of two 
methods of estimating the value of such unrecorded trade are shown. | 


It is seldom that attempts at analyzing, forecasting 
or planning the Indonesian economy make more than 
marginal reference to that considerable part of its 
foreign trade which escapes official record. This 
neglect would not greatly matter if unrecorded trade 
were small relative to official exports and imports. 

But it is widely recognized that physical smuggling, 
deliberate undervaluation of declared exports, and under- 
invoicing of imports have been widespread, involving 
Indonesian peasants, Chinese or Sumatran merchants, 
corruptible Customs men, and even local military com- 
manders or provincial administrators who find official 
salaries quite inadequate for their public responsibili- 
ties. There are obvious reasons for analysts and plan- 
ners neglecting this unrecorded trade. Itis a politically 
sensitive problem in a country which a new government 
is striving to rehabilitate after a prolonged economic 
deterioration and which badly needs foreign aid. More 
important, the problem, by its very nature, is statis- 
tically obscure, so that attempts at quantitative esti- 
mation are necessarily hazardous. Complete neglect, 
however, is worse; it implies a zero estimate. 


A few statements that have been made give some in- 
dication of the importance of the problem. The Far 
Eastern Economic Review Year Book of 1968 refers to 
an announcement that 'smuggling cost the country at 
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least $200 million a year.'"' An International Bank for Reconstruction 
and Development (IBRD) report says that "smuggling has been pub- 
licly estimated at $100 million or more annually and has by all ac- 
counts increased dramatically since the ending of confrontation with 
Malaysia and Singapore.'' These figures (which appear to emanate 
from some official source) are to be compared with recorded exports 
of $658 million in 1967 or, better, with recorded non-mineral exports 
of $365 million, because shipments of oil and tin are hardly affected 
by smuggling. 


There is plenty of opportunity for smuggling most agricultural 
products. Indonesia has 50 substantial and many more smaller ports, 
scattered over an archipelago the western end of which borders Malaya 
and the eastern end adjoins the Philippines. Malaya has a coastline 
which its own navy cannot effectively patrol, and the Philippines is 
unable to suppress the brisk smuggling trade between its myriad 
islands and Hong Kong. Nor is it in these countries' own interests to 
check trade, legal or illegal, with Indonesia, whose navy has had 
neither the capacity, nor always the enthusiasm, to police the archi- 
pelago's extensive waters. Thousands of small craft or coastal vessels 
ply between Indonesia and Malaysia, Singapore and the Philippines. 
Most of Indonesia's rubber and coffee, and practically all of the copra, 
pepper and tobacco, come from smallholders, who often deal with 
merchants having strong business connections with firms in Penang, 
Singapore or Hong Kong. 


Besides opportunity, there is motive. Legal exports bear tax, and 
export earnings have had to be surrendered at exchange rates well 
below the free market rate. Legal imports, too, bear taxes. In ad- 
dition, there have been incentives to capital flight because of serious 
political disturbances, bad treatment of Chinese or foreign businesses, 
and a galloping inflation. 


Trade with Partner Countries 





An obvious first step in obtaining estimates of unrecorded trade ib 
to use Indonesia's own official figures for exports and imports in con- 
junction with the corresponding figures of its trading partners. These 
are set out in Table | for the period 1958-67, but suffer after 1963 
from two flaws. One is the omission of trade with Indonesia by 
Malaysia and Singapore in the International Monetary Fund-IBRD 
Direction of Trade (DOT) statistics; this is serious because much of 
Indonesia's unrecorded trade is connected with these two countries. 
The DOT statistics also omit trade with Mainland China and other 


communist countries of Asia, but their omission hardly matters for 
the present problem. 


An estimate of Indonesia's unrecorded exports is obtained by de- 
ducting its recorded exports from the corresponding imports of partner 
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TABLE 1 JIndonesia’s Exports and Imports 1958-67 




















($ million) 

Xi Mp D," D,” Mi Xp Dn 
1958 791 1,085 186 240 544 617 135 
1959 931 1,143 98 155 483 542 113 
1960 841 1,130 176 233 574 701 197 
1961 788 982 96 145 794 918 216 
1962 682 939 163 210 647 741 168 
Average 807 1,056 144 197 608 704 166 
1963 696 548 -203 -175 522 501 29 
1964 724 731 -66 -30 691 513 -127 
1965 707 759 -24 14 718 547 -116 
1966 679 839 76 118 689 512 —126 
1967 658 812 73 113 649 612 24 
Average 693 738 -29 8 654 537 -63 

Notes: X = recorded exports of Indonesia. 

Mp = corresponding imports of trading partners. 

D.* = (90 p.c. of Mp) — Xi 

Db = (95 p.c. of Mp) — Xi 

Mi = recorded imports of Indonesia. 

Xp = corresponding exports of trading partners. 

Dna = (110 p.c. of X») — Mi 


Sources: X:, M. : Biro Pusat Statistik. 


M,, Xp : IMF and IBRD, Direction of Trade, 1958-62 and 
1963-67. 


countries after correction for freight, insurance and other transport 
costs. The usual allowance here is 10 percent, which leads to an esti- 
mated average of $144 million a year between 1958 and 1962. But 
there are two reasons for thinking that this is too low. One reason is 
that the 10 percent allowance is probably excessive for a country 
which exports mostly primary products, and a good deal of them to 
adjacent countries. A check was made here with data for Thailand, 
which is similarly placed; between 1958 and 1962 the ratio of Thailand's 
exports to world imports from this country averaged 95 percent. If 
then, we accept a 5 percent adjustment instead of 10 percent, Indo- 
nesia's unrecorded exports would average for this period not $144 
million but $197 million. Even this may be too low because it assumes 
that Indonesia's trading partners fully and accurately record all their 
imports from it, which is highly doubtful in the case of Asian neigh- 
bors with which Indonesia conducted at least two fifths of its official 
export trade in this period. It is difficult to suggest any correction in 
this respect, but $200 million appears to be a low estimate. 


Similarly, an estimate of Indonesia's unrecorded imports is ob- 
tained from Table | by applying a 10 percent adjustment to its re- 
corded imports and subtracting from the result the corresponding ex- 
ports of other countries. (This adjustment seems reasonable because 
a comparison with Thai data for imports gave a ratio of 11 percent. ) 

It then appears that Indonesia's unrecorded imports could have averaged 
$166 million a year between 1958 and 1962, and so amounted to perhaps 
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four fifths of its unrecorded exports. This indicates the markedly 
two-way nature of Indonesia's unrecorded trade in which operators 
often tempt illegal suppliers more by imported goods than by money. 
It also allows a substantial balance of over $30 million a year for 
illegal capital flight, a minimum which could be raised if we knew 
what allowance to make in neighboring countries for their unrecorded 
imports from Indonesia. 


A dramatic feature of Table 1 is that both unrecorded exports and 
imports, estimated by the above methods, appear to have shrunk to 
negligible dimensions after 1962. This appearance, of course, is 
associated with the omission from the DOT statistics of Indonesia's 
trade with Malaysia and Singapore. 


Exports of Major Commodities 





The global estimates of Table 1 provide no breakdown of unrecorded 
exports by smuggling and undervaluation, nor by commodity; and 
they go no further than 1962. In order both to obtain such a breakdown, 
and to carry estimates up to 1966, resort is had to a far riskier and 
more laborious method. Broadly speaking, it involves estimating 
smuggling as the difference between an assumed "normal" export 
quantity and the recorded shipment. Undervaluation is estimated as 
the difference between an appropriate foreign price and the recorded 
unit values applied to the recorded export quantity. The main risk is 
assuming ''normal'' exports in such a disturbed period, when the ''con- 
frontation'' between Indonesia and Malaysia was in process. There 
are also acute difficulties in choosing appropriate world prices where 
products lack homogeneity and markets perfection. Nevertheless some 
such attempt has to be made for any quantitative perspective of this 
problem. These rough estimates of possible smuggling and under- 
valuation are presented for six major export commodities in Table 2. 


The most important commodity is rubber, two thirds of which comes 
from Sumatra, and at least two thirds of which is produced by small- 
holders. Nearly all of the rubber produced is exported. Recorded 
shipments of rubber reached a peak of 774,000 tons in 1951, and 
another peak of 777,000 tons in 1962, just prior to confrontation. In 
1958 they were 660,000 tons but unrecorded shipments in that year 
were estimated at 83,000 tons by the International Rubber Study Group, 
so that total shipments may then have been 743,000 tons. B. and J. 
Higgins, writing in 1962, refer to "large-scale smuggling amounting 
to perhaps a fifth of the total export."'" A similar ratio is mentioned 
by the United Nations Economic Survey of Asia and the Far East, 1963, 
which says that "it has been estimated, unofficial exports of rubber 
are more than one quarter of official exports;'' this ratio, applied to 
the 1960/61 average recorded shipment of 606,000 tons gives an esti- 
mate of 758,000 tons for total shipments. H. V. Richter, moreover, 
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Table 2: Possible Unrecorded Exports, 1958-62 and 1963-66 


(annual averages) 








af Totals 
Rubber 5 Commodities— 6 Commodities 
1958-62 1963-66 1958-62 1963-66 1958-62 1963-66 











Quantities (000 tons) 


Recorded 674 649 271 274 945 923 
Unrecorded 76 101 130 191 206 231 
Prices ($ per ton) 

Unit Value 531 354 -<- sae we rie 
Foreign Price 577 460 --- --- --- eee 
Difference 46 106 ee were ee we 
Values ($ million) 

Smuggled 49 47 39 91 88 138 
Undervalued 31 _70 Pe : li 38 111 
Total Unrecorded?/ 80 117 47 131 127 248 
Recorded 333 231 102 94 435 265 





a/ Copra, coffee, tobacco, tea and pepper. 
b/ Not precisely additive due to rounding. 





notes that ''... Malaya had during 1964 roughly 120,000 tons more 
rubber available for sale than could be accounted for by recorded im- 
ports, production or carryover stocks;'"' in that year Indonesia's re- 
corded shipment was 627,000 tons. These various estimates thus 
converge to a figure of 750,000 tons for Indonesia's total annual export 
of rubber between 1958 and 1964, so that Table 2 takes it as the 
"normal" level. This view has been questioned on the ground that the 
Indonesian rubber output was declining. Whatever may have been the 
situation before 19601 find it hard to believe that there was any marked 
decline of output thereafter as official figures for rubber production 
(admittedly imperfect) show, between 1960 and 1966, a rise of 15 per- 
cent for smallholders and a decline of only 1 percent for estates. 


The variety of grades for rubber present a difficulty in deciding 
upon the appropriate foreign price for Indonesia's rubber shipments. 
It seems best here to take the unit value of Thai rubber exports as 
these also come from smallholders, and the two producing areas are 
not dissimilar in regard to this trade. Acceptance of the Thai unit 
value does not exaggerate Indonesia's realized price as, between 1960 
and 1967, the Thai price was about 7 percent less than the New York 
price of RSS III after deduction of $50 a ton for freight (the value used 
for official Indonesian estimates). It should, however, be stressed 
that the measurement attempted here for rubber and the other com- 
modities is a gross price differential that relates to Indonesia's loss 
of official export receipts rather than to the net returns to Indonesians 
who participate in unrecorded trade. [ NOTE: Indonesia's exports 
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were officially recorded at standardized ''surrender prices," later 
termed ''check-prices,'' which were never identical with actual trans- 
action prices. Differences between them varied with official policy; 
such "undervaluation" was not illegal during some of the years 
covered, even though it was an unrecorded value. | 


Between 1958 and 1962 Table 2 indicates smuggled rubber as 
averaging 76,000 tons a year, or more than a tenth of recorded ship- 
ments. The value, at Thai prices, was $49 million and the corres- 
ponding average for undervaluation of exports $31 million. The com- 
bined average of $80 million was about one quarter of the value of 
recorded rubber exports, but only two fifths of the estimate for total 
unrecorded exports given by Table 1. 


Both types of unrecorded trade appear, from Table 2, to have in- 
creased after 1962. Smuggling appears to have risen by one third to 
an annual average of 101,000 tons, or somewhat less than one sixth of 
recorded shipments but, since rubber prices fell, had about the same 
average value at $47 million. Undervaluation appears to have doubled 
to $70 million, and total unrecorded exports of rubber are $117 mil- 
lion, one half of the recorded value. This estimate, however, is 
almost certainly too high because there were increasing transport 
difficulties over the period and some decline in the quality of rubber 
shipped; at the same time, there was an increasing gap between the 
world price and that received by illegal exporters. I do not know what 
allowance to make for these complications, but it seems a reasonably 
safe conclusion that ''confrontation'' did not reduce, overall, Indon- 
esia's unrecorded trade in rubber. 


[EDITOR'S NOTE: The discussion of the other five commodities, 
including the author's qualifications and caveats, was omitted from 
this text and only their total figures appear in Table 2. Methods of 
estimation were similar to those described for rubber. Chiefly con- 
tributing to increased values for unrecorded trade in 1963-66 were 
estimated increases in smuggling of copra, tobacco and tea, and in 
undervaluation of coffee. The author thinks that a few of these may 
be exaggerated, but that at least some increase was probable, | 


Bringing these results together, we obtain from Table 2 an esti- 
mate of $127 million a year for Indonesia's unrecorded exports of the 
six primary commodities between 1958 and 1963 against a figure of 
$435 million for their recorded export. This gives a somewhat higher 
ratio for illegal trade than did Table 1, but is $70 million below the 
conservative upper estimate for total unrecorded exports above. 

Other agricultural exports have, of course, to be considered; it is 
difficult to attempt for them any similar estimate of unrecorded trade 
because their individual contributions are so small and relevant data 
are incomplete. The combined annual average of their recorded ex- 


















































palm oil, for which there is no strong evidence of smuggling). If we 
could suppose, in the light of Table 1, that another quarter of them 
was smuggled or undervalued, the estimate for unrecorded agricul- 
tural exports would rise to $130 million for 1958-62, only $14 million 
less than the lower estimate in Table 1 but $67 million less than its 
upper estimate. 


Various interpretations of these results are possible. I do not 
see much reason for doubting that the upper estimate of $197 million 
in Table 1 is low because of the assumption that all partner countries 
fully recorded their Indonesian imports. For the same reasons, the 
assumptions used for Table 2 may be unduly cautious, leading to 
underestimates, at least for the period 1958-62. An acceptable con- 
clusion could be that in this period, Indonesia's unrecorded exports 
were probably not less than $140 million and may have exceeded $200 
million. Smuggling may have accounted for two thirds of this illegal 
trade, and undervaluation of exports for the remainder. On the com- 
modity side, rubber could have accounted for over one half of total 
unrecorded exports and copra for over one eighth. We have seen how 
difficult it is to carry such estimates over the disturbed period of 
confrontation. Estimates for rubber and copra, the two most impor- 
tant commodities here, indicate no great change in smuggling but a 
sharp increase of undervaluation which might have raised their joint 
unrecorded export from $97 million a year to $145 million, while 
their joint recorded export fell from $358 million to $248 million. 
Transport difficulties, some decline in quality, and other factors 
mentioned above make it hard to accept such a figure for unrecorded 
exports of rubber, copra, and other commodities after 1962. Iam 
content to draw the cautious conclusion that unrecorded exports prob- 
ably increased during confrontation, mainly because of greater under- 
valuation. 


Incentives to Illegal Trade 





These conclusions may be partly and indirectly checked against the 
evidence provided by incentives to illegal trade. The data here are 
also rough. There was a changing variety of exchange rates for dif- 
ferent classes of exports and imports so that single rates are only 
imperfectly representative. There were, too, differential taxes on 
both exports and imports, also changing, so that average tax rates 
are likewise crude. 


The effect of soaring inflation, gaining momentum in the period 
covered, is shown by the dramatic increase of the free market prices 
for the dollar which rose over 1,300 times between 1958 and 1966, 
while the official cost of living index rose even faster. Official export 
and import rates were, until 1966, adjusted far more slowly and these 
lags in adjustment penalized export earnings. The rupiah return from 
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port was $12 million for 1958-62 and $18 million for 1963-66 (excluding 








illegal exports appears to have been more than three times that from 
legal exports in 1958, and nearly seven times in 1962. In 1963 and 
1965 the spread was very wide, and in 1964 and 1966 less so; trends 
cannot be well established with such extreme shifts, but certainly the 
premium for illegal export remained large at most times. This com- 
parison allows both for the spread between the free exchange rate and 
the principal export rate and for the average rate of tax on legal ex- 
ports. It does not allow for the unknown cost of smuggling or under- 
valuation of exports. That cost may well have been substantial, but 
even the most generous, plausible allowance for it would not greatly 
reduce the very strong incentive for export smuggling. 


The mid-import rate (i.e., a middle figure among the various cate- 
gories of imports) was also well below the free market rate of exchange. 
Many smuggled exports would have to be paid for in kind with the im- 
ported goods which smallholders demand. But legal imports at this 
favorable rate were more or less limited to those who had legally 
acquired foreign exchange and who could obtain import licenses; im- 
ported goods were scarce, and their domestic prices high. There 
were thus incentives to import smuggling, at least for those whose 
capital exceeded their access to import licenses. It may be noted 
that the illegal terms of trade, i.e., the cost of illegal imports bought 
with illegal export earnings, were somewhat more favorable than the 
terms of a purely legal exchange, even though the mark-up on domestic 
resale of imports would be still greater for the import license holder 
than for the import smuggler. The illegal exporter had several attrac- 
tive uses for his earnings that remained effective in varying degrees 
throughout the period: he could smuggle imports for hoarding or re- 
sale, he could bring in hard currency for the black market, or he 
could build up a hard currency account in a foreign bank. And there 
can be little doubt that all these unrecorded activities were prevalent 
in those years. There are encouraging indications, however, that the 
Indonesian authorities have begun to take more seriously the effects 
of price differentials and the importance of measures for achieving a 
worthwhile diversion of trade from illegal to legal channels. 


[ Excerpted from "Indonesia's Unrecorded 
Trade," Bulletin of Indonesian Economic 
Studies. Canberra: Department of Eco- 
nomics, Research School of Pacific Studies, 
Australian National University, Vol. VI, 
No. 1, March 1970, pp. 17-21, 24-27, and 
31-34. (Last paragraph of text is summar- 
ization.) NOTE: See also critical com- 
ments in same issue of Bulletin. | 























BRAZILIAN FARMER GETS TECHNICAL ADVICE 
WITH FARM IMPROVEMENT LOAN. 
[ PHOTO: UNITED NATIONS] 
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The Impact of Selective Credit and Price 
Policies on the Use of New Inputs 


Norman Rask 





[ Credit and associated programs have resulted in significant gains in 
productivity on a number of large farms in southern Brazil. However, 
these programs have accomplished relatively little on the small farms, 
apparently because of a credit bottleneck. | 


The focus of this study is on the role of credit in 
fostering rapid productivity changes in southern Brazil 
in the 1960s. Individual farm holdings in this region 
run the gamut from small (several hectares) with diver- 
sified subsistence agriculture to the most modern of 
large (several hundred to thousands of hectares) crop 
and livestock farms. Between these extremes are 
found many farm situations displaying different combin- 
ations of size, enterprise, and technology use. The 
government of Brazil has adopted several measures to 
increase agricultural productivity; one of these measures 
was to subsidize the use of modern inputs, primarily 
fertilizer and farm machinery, through agricultural 
credit at negative real interest rates [ rates of interest 
were less than rates of increase in prices] . In addition, 
wheat prices were supported to induce a greater domes- 
tic supply of this commodity. 


Encouraged by these incentives, farmers introduced 
tractors on their farms. However, the tractors avail- 
able until 1965 were large, and only substantial opera- 
tions could justify the adoption of mechanization. This 
combination of events—the availability of large tractors 
only, favorable credit terms for the acquisition of farm 
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machinery and modern crop inputs, and the desire to increase sub- 
stantially the domestic production of wheat—resulted in a package 
application of these items, transforming extensive cattle grazing farms 
to intensive mechanized crop production. This change occurred largely 
in the central plateau area of the state of Rio Grande do Sul where the 
climatic conditions and land resources are conducive to either system 
of production. In the same area, small farms with holdings not large 
enough to support a tractor continued with established methods of 
cultivation. While fertilizer, hybrid seed, and other modern crop in- 
puts were also available to many of these small farmers, credit avail- 
ability, in practice, was restricted. Within this region, it is possible 
to contrast the structure and performance of three distinct farm sit- 
uations in close proximity to one another: 1) an established and tra- 
ditional extensive livestock grazing system, 2) a new intensive mech- 
anized crop system that has evolved from the above, and 3) a more 

or less transitional small farm agriculture that has modern inputs 
available, but apparently lacks sufficient credit or other operating 
capital sources to employ adequate quantities of these inputs. 


Modernization through Mechanization 





Dramatic changes have taken place on land that was previously used 
almost entirely for unimproved pasture. The process of transition, 
though relatively swift, has not been accomplished without some major 
shifts in farm operator and tenure situations. Many traditional cattle - 
men were reluctant to participate in the early stages of transition be- 
cause of the substantial capital structural changes, the reorientation 
of production activities, and the high cost involved in this transfor - 
mation. However, business and other professional people with some 
previous interest in farming and some progressive ranch operators 
gave the initial impetus to this change. They expanded their land 
base by renting land and increased their capital base by borrowing 
heavily from official credit agencies. Since many of the present 
mechanized farm operations have not evolved from a previously estab- 
lished ranch operation, as the units were somewhat recombined 
through renting, it is not possible to make direct before and after com- 
parisons. The method chosen to compare the two systems of farming 
was to select farm operations of similar sizes in each category. The 
mechanized crop farms were selected from a county where the transi- 
tion is now almost complete. The control group of extensive livestock 
farms was selected from another county where ranching is still the 
major agricultural activity. A range of farm sizes from 100 to 1,000 
he¢gtares was used in both categories to make up the sample. 


Summary data on the resource situation for each type of farm, in- 
cluding both physical and financial measures, are given in Tables l 
and 2, The average land area per farmis similar, about 380 hec- 
tares, since farm observations of similar sizes were selected for 
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Table 1: Inputs, Product, Expenses and Income: Averages 
on 56 Farms, Southern Brazil, in 1965 








(values in U.S. dollar equivalents) 








Mechanized Range 
Crop Farms_ Livestock Farms 
Number of Farms 25 31 
Total Land Operated (Hectares) 382 379 
Owned 206 273 
Rented 4 176 106 
Cultivated— 224 10 
Total Labor tiniest’ 4:3 2.9 
Family Labor 2.2 1.9 
Hired Labor S.. 1.0 
Total Power Units®/ 21 20 
Mechanical 21 l 
Animal 0 19 
Gross Output $14,019 $2,283 
Marketable Output 13,604 1,904 
Operating Expenses 8,550 1,295 
Net Farm Income 4,326 931 
Net Farm Income/Capital Assets re . 03 





a/ Includes improved pasture. 


b/ One labor unit equals one full-time worker or 300 days of tem- 
porary labor. 


c/ One power unit equals one horse, two oxen, or five horsepower 
of mechanical power. 








each group. Labor utilization increased by 50 percent in the change 
from livestock to crop production, despite mechanization. Total 
power unit equivalents (as estimated here) did not change much, but 
the nature and utilization of the available power was completely dif- 
ferent, moving from predominantly range horses totractors. The 
overall value of capital assets is similar for the two types of opera- 
tion, but the composition of their capital is radically different. The 
combined investment for livestock and machinery on the mechanized 
farms is almost twice as great as on the livestock farms, demon- 
strating the need for heavy capital investments if this transformation 
is to take place. The productivity differences are substantial. Gross 
output on mechanized crop farms is six times higher than on tradi- 
tional livestock farms and net farm income is four times higher. 
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These differences are particularly significant in view of the equal 
amounts of capital invested on both types of farm. If average net 
farm income values are expressed as a percentage of capital invest- 
ment, returns to capital of 12 and 3 percent are obtained. 


Table 2: Capital Assets, Operating Expenses, and Credit Use Per Farm 
56 Farms, Southern Brazil, during 











(values in U.S. dollar equivalents) 























Mechanized Crop Farms Range Livestock Farms 
Asset New New Outstanding Asset ew ew 
Item Value Purchases Credit?’ Liabilities Value Purchases Credit’ Liabilities 
Fixed Assets ' 
Land and buildings?’ $18,470 $ 622 $ 163 $ 143 $25,204 $ 410 $ 92 $ 62 
Livestock 3,833 221 82 55 10, 567 210 13 20 
Machinery and 
Equipment 14,770 2,506 849 879 362 17 16 ae 
Total 37,073 3,349 1,094 1,077 36,133 637 105 82 
Operating Expenses - 8, 550 5,576 5, 938°! - 1,295 24 18 
TOTAL 37,073 11,899 6,670 7,015 36,133 1,932 129 100 





a/ In addition to the loans for agricultural purposes shown here, new credit for personal and other uses amounted to 
an average of $34 per farm for the mechanized crop farms and $293 per farm for the range livestock. Average 


interest rates for all new loans were 13.8 percent for mechanized crop farms and 24. 4 percent for range livestock 
farms. 


/ Value of rented land not included. 
c/ At the time of interview the wheat harvest was just terminating, and current operating loans had not yet been re- 
tired. This value also includes some carryover credit from the previous year. 

This transition, and the consequent productivity improvement, have 
been rendered possible in part by the substantial amounts of credit 
made available to farmers. Individual farm data are not available on 
credit use during early stages of the transition; however, the borrow- 
ing situation as it appeared in 1965 shows that liabilities constitute 
about 20 percent and one percent of the total value of capital assets on 
mechanized crop farms and livestock farms, respectively. Analysis 
of credit use by purpose shows that about 84 percent of the credit on 
mechanized farms was used for working expenses and about 13 per- 
cent for the purchase of machinery and equipment (Table 2). Not only 
did livestock farms borrow very little in absolute terms, but they de- 
voted a substantial portion of those funds to "other purposes! which 
include personal and household expenses. The inferences are quite 
obvious. On the more traditional farms, there is neither the scope 
for profitable investments nor the need for outside funds, whereas in 
modern farming, substantial amounts of credit have been used. De- 
spite lack of data on past borrowing, it can be inferred that borrowings 
must have formed a considerably large part of the initial capital assets 
on the mechanized crop farms. Purchases of capital items during 
1965 show that mechanized crop farms invested $3,349 per farm or 
18 percent of their reproducible material capital; new credit was used 
to finance about one third of these purchases. External financing was 
used to cover almost two thirds of annual operating expenses. Alto- 
gether, more than one half of total annual cash outlays on these farms 
were financed from external credit sources. 


On the basis of this particular comparison, several hypotheses con- 
cerning developing agriculture can be given additional support. 1) Mod- 
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ernization of traditional agriculture can greatly improve the produc- 
tivity of resources assuming a "hospitable climate" in the overall 
economy and availability of suitable inputs. 2) Modernization may 
require substantial and increasing amounts of credit to flow into agri- 
culture. 3) Without some major change, traditional farming cannot 
absorb productive credit on any considerable scale. 


Credit Availability and Input Use 





A comparison of use of new crop inputs, credit, and resulting levels 
of productivity between the large mechanized crop farms and adjacent 
small farm agriculture was made using a larger, more variegated 
sample of farms in southern Brazil (Table 3). While the existence of 
only large tractors precluded mechanization on the small farms, these 
farms did have reasonable access to other modern inputs such as 
hybrid seed, fertilizer, and insecticides. Credit was also available; 
but in practice, use of both credit and modern inputs was considerably 
less than on the large mechanized farms. The mechanized crop farms 
committed almost $17.00 per hectare for specified crop inputs (seed, 
fertilizer, and insecticides), while the small crop farms committed 
only about $5.00 per hectare for these items and the small livestock 
farms incurred an expense of only $2.50 per hectare. Marginal pro- 
ductivity estimates for these inputs range from a low of less than one 
on the mechanized farms, indicating that these inputs were utilized 
up to and even beyond the point where they would pay for their cost, 
to a high of four and one half on the small livestock farms which points 
to extensive underutilization of inputs which could be productively 
justified. In each case, the different farm types are located in close 
proximity to one another, the factor inputs are the same, and the 
basic production conditions similar. (The timing of cash receipts for 
product sales is similar for the different sized crop farms; however, 
the timing of receipts on the livestock farms would be somewhat de- 


Table 3: Expenses Per Hectare and Marginal Value Product, 
by lype of Farm, Southern Brazil, 1965 


(values in U.S. dollar equivalents) 








Annual Crop Expense Per Hectare®! Specified Crop Input Costs Per Hectare2! 














Number of Actual Financed Actual Marginal 
Type of Farm Observations Level by Credit Level Value Product— 
Mechanized Crop Farms 38 $32.00 $24.80 $16.67 $0. 575! 
Small Crop Farms 
xtensive Crop 36 6.81 3.23 4.29 1.79 
General Crop 109 8.40 2.81 6.34 2.31 
General Farms 71 4.88 3.58 4.09 1.80 
Small Livestock Farms 
Dairy 47 3.70 0. 66 2.74 4.42 
Hogs 216 3.41 1.58 1.87 n.a. 
a/ 





a Sp ecified crop inputs refer to seed, fertilizer, and insecticides only, whereas annual crop expenses also include 
hired labor and machinery costs. 


b Estimates of the value of production added by a dollar's worth of inputs at the levels utilized in the different types 
of farms in the sample, based on regression analysis. 


c/ Different models have given a range of Marginal Value Product from 0.57 in the selected model to a high of 0.85 
in other alternative models. 
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layed after inputs were needed, causing possible repayment problems 
for short time loans. ) 


We can only hypothesize that lack of credit is the dominant factor 
in the low level of usage of modern crop inputs on the small farms, 
but several considerations support this belief. The relationship be- 
tween credit used for crop expenses and the actual level of crop ex- 
penses per hectare shows that both types of farm relied extensively 
on credit to cover their current expenses; among the large farms this 
reliance was proportionally greater. Further, a preliminary report 
of a pilot credit project in one of the municipios from which data were 
collected indicates that merely making additional credit available re- 
sulted in a very significant increase in the number of small farm loans 
granted (facilities were insufficient to attend to many of the loan re- 
quests). It would appear that there has been a failure to recognize 
or capitalize on the potential for profitable employment of additional 
resources on these smallfarms. The fact that the mechanized farms 
employed considerably greater quantities of the same inputs, using 
substantial credit along with their (presumably larger) personal re- 
sources to pay for these inputs, and the evidence that such farms have 
equated their costs and returns at the margin, strongly suggest that 
sufficient resources for the corresponding purchase of modern inputs 
were not available to the small farms; and that their use of additional 


credit would result in wider application of new technology and in pro- 
duction increases. 


[ Excerpted from Analysis of Capital For- 
mation and Utilization in Less Developed 
Countries. Columbus (Ohio): The Depart- 
ment of Agricultural Economics and Rural 
Sociology of The Ohio State University and 
the U.S. Agency for International Develop- 
ment; Studies in Agricultural Capital and 
Technology, Economics and Sociology 
Occasional Paper No. 4, December 1969, 
pp. 72-83. | 
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Agricultural Credit in Southeast Asia 
W. F. Johnson, rapporteur 


[ A seminar on agricultural credit in Southeast Asia, including social 
scientists and agricultural specialists from the academic world and 
the U.S. Government, was organized in New York in 1967 by the 
Southeast Asia Development Advisory Group. Its conclusions are 
summarized below: although credit had not been a bottleneck to agri- 
cultural progress up till then, advance preparations for organizing 
viable credit systems would be advisable to meet potential needs when 
technological improvements become practicable. (Developments in 
the "Green Revolution" since this seminar met in 1967 suggested the 
items inserted below in brackets. )] 


Not a Major Obstacle to Progress 





It was felt that lack of credit, or savings and capital, 
is not, at present levels of technology [as of 1967], a 
factor inhibiting an increase in agricultural production 
in countries of Southeast Asia. Credit and capital, 
although costly, are available to meet the demands for 
agricultural production at the existing level of tech- 
nology. There are other important factors impeding 
agricultural development in varying degrees in each of 
the countries of the area. 


While there is great variation between countries and 
even within countries, the factors which limit credit 
requirements and inhibit an increase in yields and per 
capita production of food crops in all the countries in 
Southeast Asia include the following: a) The low level 
of technology in agriculture. b) Transportation facili- 
ties in most areas would not be able to meet the needs 
of a rising level of agricultural production. c) Market- 
ing systems do not distribute crops adequately even at 


Mr. Johnson is with the U.S. Agency 
for International Development (AID), 
Washington, D.C. 
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present levels of production. d) Processing and storage facilities are 
inadequate. e) In most of these countries, organizations have not been 
developed to administer programs to reduce commodity price fluctua- 
tions. f) Inputs required for improved technology have [until recently] 
been available only to large commercial farmers. Often the ratio of 
the cost of fertilizers to prices of farm products does not provide suf- 
ficient margin to farmers for incentives to use fertilizer. g) Trained 
manpower is needed in all fields of government and the private sector 
to administer programs and manage enterprises. These inadequacies 
exist in all the countries in Southeast Asia, and the facilities, skills 
and supplies must be improved to create the conditions which would 
justify credit expansion. Programs to make agricultural production 
credit available without pertinent improvements in technology would 

be a mistake. Technology and credit without sufficient price incentives 
and some assurance of accessible markets would not be enough induce - 
ment to farmers to increase and maintain an increased agricultural 
production. 


Cooperatives 





It appeared that there had been no successful cooperative credit 
programs established for any sustained period on a national scale, 
although there have been smaller examples of success. The causes 
of failure were the absence of the factors required for development 
mentioned above combined with unfavorable elements in the programs 
themselves. Trained management was not available for the coopera- 
tives, and programs to train personnel have been inadequate. Credit 
cooperatives have not been thought of by the governments as banking 
institutions, as they should be, requiring trained business and financial 
management; they have been used by governments as political tools, 
and as vehicles to implement various government programs unrelated 
to credit. Managers have often been placed in untenable situations of 
involvement with local families of which they were members in a social 
system of strong families, as in the Philippines. Coops have been ex- 
panded too rapidly; on the basis of isolated successes, governments 
have moved into large national programs to organize hundreds of coop- 
eratives without trained personnel to manage successfully even a few. 
Most of these have failed. 


Successes in cooperative and credit programs in other countries 
offer valuable lessons for guidance, for example in Taiwan, Japan 
and Uganda. In each case the basic requirements described herein of 
price incentive to farmers, storage, transportation, accessible and 
organized markets, trained management, and others had been met by 
the time cooperative organizations were operating successfully on a 
national scale. Governments had provided financial and other assist- 
ance and training of personnel for developing the organizations. Al- 
though the governments control licensing of the organizations and audit 
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their accounts to protect the members, they have not imposed func- 
tions on the organizations unrelated to cooperative and credit business 
activities, and have not controlled selection of management in cooper - 
atives. These countries have similarities in the length of their his - 
tories of development. Taiwan's success with farmers' associations 
was preceded by 50 years of experimenting on the part of the Japanese 
Occupation with various forms of farmers' groups among Formosans; 
the Japanese learned from this experience that some autonomy for the 
groups was necessary. In Uganda, the cooperative movement, now 
considered successful, has been filled with 50 years of struggle, 
having started in 1913 among coffee growers for the purposes of pro- 
cessing and marketing the commodity. However, the first credit 
cooperatives were not organized in Uganda until 1962, as supervised 
cooperative marketing societies. In Korea, after several reorganiza- 
tions of cooperatives over a period of years, and heavy involvement 
of the Korean government, the national cooperative organization ap- 
pears to be reaching a degree of financial independence of the govern- 
ment sufficient to justify greater autonomy in governing its affairs. 

It was found that, with the exception of very large villages, a broader 
geographic area is needed for economic viability of the basic coopera- 
tive entity; cooperatives are now being reorganized with the district 
as the basic unit, with the exception noted. 


In Latin America there are examples of village credit associations 
which have been successful in a number of respects. They have mobi- 
lized savings in unexpected amounts in primitive-farming, low-income 
areas ($15,000,000 in one country); introduced simple, improved 
techniques of farming; administered numerous small loans to farmers; 
and met operating costs. They were organized on the basis of self- 
help, which contributed in a large measure to their ability to pay their 
way. About 80 percent of the administrative functions of the associa- 
tions is performed by members who contribute their time free. De- 
spite these successes, there were no indications that the work of these 
associations has raised the level of technology of farming, nor was 
there clear evidence that their efforts resulted in increased national 
agricultural growth. Introduced and developed by knowledgeable 
Catholic priests seven years ago, the associations in general appear 
to have a good chance of survival. The question was raised, "will 
they contribute to national agricultural growth in 15 to 20 years?" It 
was pointed out that the availability of Catholic priests was a special 
situation, and that it would not have been possible to introduce the 
associations without the priests, or comparable literate, dedicated, 
public spirited innovators. 


Value of Advance Preparation 








While conditions in Southeast Asia had not been thought suitable for 
viable agricultural production credit systems on national scales in the 
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past, nevertheless, it was considered desirable for governments to 
begin to train management and develop and improve such systems to 
serve more farmers, and to increase the efficiency of extending 

credit where there are possibilities of the systems becoming viable. 
[In this respect the suitability of the new rice seeds to particular 
areas is a key consideration. ] Credit can become a bottleneck to 
production if not available at the right time, in quantities needed, and 
in the required institutional form when technology of agriculture is suf- 
ficiently advanced and other factors are present to create a production- 
related need for additional capital. When this occurs, strains are 
placed on traditional credit systems accustomed to providing consumer 
credit to subsistence farmers. These systems cannot meet the new 
demands created by advancing technology in agriculture. New insti- 
tutional forms and additional capital are required at this stage of ex- 
panding technology and rising levels of production. Even though an 
increase in the availability of capital would not have had this effect 
earlier, the cooperative organization can assist in making inputs 
available and in processing and marketing farm commodities when con- 
ditions are ripe for change. 


Minimum Income and Incentives 





Inducing farmers to accept new technology and credit is not easy. 
Inducing them to accept credit that they do not know how to use intel- 
ligently would be an injustice to them. But no formula on the amount 
of net income necessary to induce farmers to change was offered. This 
would depend on the farmer's felt needs, which are associated with on- 
going social change, the availability of goods to buy, and other factors. 
Fertilizer companies use a rule of thumb of three to one to determine 
the potentiality of a farming area for their business; investments in 
fertilizer must yield to the farmers $3.00 for every $1.00 worth of 
fertilizer purchased before the companies will consider setting up a 
sales outlet in the area. This 3 to 1 requirement for return on invest- 
ment would eliminate many subsistence farming areas of the world 
from technological improvement. It would certainly eliminate much of 
the shifting cultivation of upland rice practiced by subsistence farmers 
in tropical areas of the world where the marginal productivity is close 
to zero. It would also eliminate a number of other crops, including 
some varieties of rice, and a number of areas where soil conditions or 
lack of water limit the response of plants to fertilizer. Selecting areas 
with potentiality can be done only by prior applied research. This is 
a responsibility of government. There is a great need to extend ap- 
plied research activities in each country on the potentiality of response 
to fertilizer by crops in varying conditions of soils, water and climate. 


Action Models 





It was felt that conditions vary too greatly from country to country 
to make possible the development of an action model for supervised 
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credit to suit the situations in all the Southeast Asian countries, 
While concepts and principles can be transferred, alien economic and 
cultural institutions must be allowed to adapt to the particular needs 
and conditions of a given country. 


The objectives and policy of each government are important. If 
the aim is to mobilize local savings among low-income farmers for 
credit purposes, the village type of credit association, organized and 
managed on a self-help basis, appears to be the only type of organiza- 
tion economically feasible to provide credit to the masses of small 
farmers. However, credit cooperatives have generally had a high 
rate of failure in developing countries, and one of the many causes 
has frequently been the high costs and risks in administering small 
($25 to $50) loans to farmers in low-income areas. If capital is avail- 
able for agricultural investment, it will naturally go to high-income 
farming areas. Such areas are more likely to provide the necessary 
economic conditions to make viable the sophisticated banking opera - 
tion involved, whether in a cooperative or other credit institution. A 
combination of special associations for low-income areas and the 
more sophisticated agricultural credit institutions for higher-income 
areas may be necessary to meet all the objectives of a particular 
government. The situations must be identified in which the coopera- 
tives or other institutions can work. In any case, governments in- 
terested in developing cooperatives and credit systems must be pre- 
pared to bear, as social overhead, the costs of developing such alien 
institutions, regardless of type, until management can be trained and 
the institutions can gain sufficient experience to be autonomous. 


An alien institution will have a better chance of survival if it adopts 
some of those features of the indigenous institutions operating in re- 
lated fields which have been successful. A credit institution entering 
the business to compete with traditional moneylenders, for example, 
could benefit from their experience; the people concerned with the 
program would want to know as much about their clients as the money - 
lenders do. Governments would be particularly advised to pay closer 
attention to the so-called usurious interest rates of these lenders; 
lower rates may not pay the cost of administration of small loans. 
Artificial rates, if too low, will drive commercial banks out of the 
agricultural lending business, and will create a credit situation which 
could not be sustained economically in an independent operation. In- 
terest rates per se are not supremely important as an incentive factor; 
new technology which could triple a farmer's production and, with 
favorable prices, multiply his net income several fold would enable 
him to pay 25 percent on his loans, if necessary. 


Credit and Extension Services 





Governments (and private agricultural credit institutions) have 
responsibilities to provide extension services to farmers to train them 


59 











to use the inputs which credit will buy. In providing these services, 
the importance of keeping credit organizations simple and free from 
functions not related to credit was emphasized. There must be a 
clear delineation between functions of the credit organizations and 
functions of the government extension programs. At the same time a 
close working coordination between the extension service and the credit 
organization, including understanding and acceptance of their respec- 
tive roles and responsibilities, is needed for success of the program. 
Governments also have a responsibility to provide guarantees to banks 
and other credit institutions on agricultural loans against risks of 
natural disasters involved in crop production. Credit institutions 
cannot be expected to support such risks. 


In the Philippines, agricultural credit was available only to large 
commercial farmers until recently when the government, after having 
unsuccessfully tried various means over a period of years, instituted 
a program which combines government financial and technical assist- 
ance with the private lending business in a coordinated program of 
supervised credit and improved agricultural technology. The govern- 
ment provides guarantees on farmers' loans to local rural banks 
through the Central Bank, and provides assistance through the exten- 
sion service and other related field offices to the rural banks in 
assisting farmers and supervising loans. The Central Bank also pro- 
vides a discount service to the rural banks on the farmers’ loans. 

The new program has been an essential element in expanding the 
adoption of IR-8 rice seed and increasing the use of fertilizers in the 
areas where itis operating. Repayments of loans are reported to 


have been excellent so far [and successes in increasing output have 
been demonstrated]. 


[ Adapted from an unpublished report 
on the seminar prepared for the 
SEADAG Committee. | 
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Agricultural Credit: Ceylon’s Experience 


Nimal Sanderatne 


| The various methods used by cooperatives to supply credit to Ceylon- 
ese farmers have tended to produce either a poor repayment record 
or an undesirable reduction in numbers of farmers eligible for loans. 
Some basic changes are needed so that an agency capable of tying 


credit to improved techniques and managing a sound but flexible lending 
policy can be created. | 


Review of Experience 





Prior to its independence in 1947, a very insignifi- 
cant amount of credit in Ceylon was disbursed by coop- 
erative societies. The peasant farmer was almost en- 
tirely dependent on traditional village sources such as 
landlords, moneylenders, merchants, shopkeepers, 
friends and relations. In 1947, the Department of Food 
Production began a scheme of channeling credit through 
Cooperative Agricultural Production and Sales Societies 
(CAPS). Farmers were given both short-term and 
medium-term credit: the former for the current 
season's cultivation and the latter for the purchase of 
agricultural machinery. In addition, societies were 
given long-term credit for the purchase of vehicles and 
the construction of storage facilities. There was a 
gradual expansion of credit under this scheme, from 
Rs. 4,360,000 in 1947/48 to Rs. 8,350,000 in 1951/52. 
In 1952/53 the number of CAPS societies increased from 
nearly 500 the previous year to over 700, with the vol- 
ume of credit rising to Rs. 15,860,000. [$1 = Rs. 4.8 
through 1967 and 5.9 thereafter. | 


Mr. Sanderatne is an economist in the 
Central Bank of Ceylon and visiting 
lecturer at Vidayalankara University, 
Colombo. 
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The change of government in 1956 marked the beginning of a new 
phase of agrarian reforms, including land reforms, guaranteed prices, 
crop insurance and the expansion of credit facilities. A new Depart- 
ment of Agrarian Services was established in 1957. The CAPS socie- 
ties were converted into multi-purpose cooperatives and a large number 
of such societies established. The volume of credit given rose to 
Rs. 21,900,000 in 1956/57; but it declined in the subsequent years 
to a low of Rs. 10,600,000 in 1962/63. 


Recovery. Credit given during the period 1947/48 to 1962/63 could 
be divided into two phases on the basis of the principles of recovery. 
In the first phase, 1947/48 to 1952/53, creditworthiness was decided 
on the basis of the individual farmer's record of repayment. Whena 
farmer failed to repay a loan he was not entitled to subsequent loans. 
In the decade 1953/54 to 1962/63, the principle of corporate responsi- 
bility was applied to cooperatives; those which had loans in default 
and had not made good these defaults could not borrow on behalf of any 
of their members. In the first phase, without corporate responsibility, 
the level of recovery was only 60 percent of loaned funds. In contrast, 
during the second phase—when the principle of corporate responsi- 


bility was applied—the recovery level was 96 percent of funds lent 
(see Table 1). 


Table 1: Loans and Repayments of Agricultural 
Credit Schemes, 1947-67 




















No. Amount Amount Percentage 
of Loaned Recovered Recovery 
Period Years Rs, million Rs. million 
1947/48 - 1952/53 6 45.56 Sivas 59.8 
1953/54 - 1962/63 10 147.53 141.01 95.6 
1963/64 - 1966/67 4 122. 59 68.87 56.2 
1947-1967 20 315.68 237.11 i Pa | 





Source: Administration Reports of the Commissioner of Agrarian 
Services. 





Although the application of the principle of corporate responsibility 
ensured a high rate of recovery, it deprived the non-defaulting mem- 
bers of defaulting societies of the right to borrow. In 1962 it was 
revealed that nearly a third of all cooperatives were not creditworthy. 
There were also instances of farmers withholding repayment of loans 
on realizing that they would, in any case, be deprived of subsequent 
loans because the society they belonged to had defaulted in the re- 
payment of loans. Another serious deficiency of the scheme was that 
it limited credit to five times the share capital held by a farmer in 
a cooperative society, irrespective of the extent cultivated by the 
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farmer. Since most farmers held only a single share of Rs. 50, in 
practice the credit limit was restricted in most cases to Rs. 250. 

The coverage of the scheme was also limited for several other reasons. 
The impact of all these factors was that the volume of credit declined 
sharply to about half of that in earlier years. A sample survey con- 
ducted in 1962 revealed that only about two thirds of the farmers were 
members of cooperative societies and about half the number of 


farmers who were members had defaulted in the payment of their 
share capital. 


To meet these deficiencies and to ensure that the maximum credit 
needs of farmers were met a new scheme was introduced in 1963. 
Under the Expanded Credit Scheme the loan was related to both the 
area cultivated and the share capital held in a cooperative. A farmer 
with a single share was entitled to a credit limit of Rs. 175 per acre 
to a maximum of Rs. 500. A farmer with more than a single share 
was entitled, at the same rate per acre, to a maximum of Rs. 1,000. 
In addition a farmer cultivating a second season was entitled to half 
the credit limit permitted in the first season. The principle of cor- 
porate responsibility was abandoned, and all non-defaulting members 
entitled to subsequent loans. To ensure the recovery of loans, two 
measures inter alia were proposed: 1) that debtors be committed to 
sell paddy to the government under the Guaranteed Price Scheme, 
equivalent in value to the loan taken; 2) that the non-repayment of a 
loan from a cooperative society be made an offense punishable in law 
with a fine or imprisonment. Neither of these measures, however, 
was implemented. The shortfall in paddy production in 1964/65, in 
particular, rendered it imprudent to insist on compulsory sales as a 
condition for obtaining loans. It was feared that such compulsion 
would hinder the acquisition of adequate domestic supplies for distri- 
bution to consumers under the rice ration scheme. 





The introduction of the new scheme in 1963 was marked by a very 
rapid expansion of credit from Rs. 10,600,000 in 1962/63 to 
Rs. 34,600,000 the next year. But the lack of any means to ensure 
recovery resulted in as high a rate of default as 44 percent (see 
Table 1). However, the amounts annually disbursed in the four years 


of the scheme's operation were consistently higher than under the 
earlier schemes. 


In September 1967, a new Agricultural Credit Scheme was intro- 
duced. The credit limit for paddy was increased to Rs. 220 per acre 
in 1967/68 and further increased to Rs. 262 per acre from 1968/69. 
Credit was given in three stages, for specified cultivation purposes 
and where possible in kind, such as fertilizer. To ensure that paddy 
farmers received credit in time for cultivation, maximum credit needs 
were estimated and approved well in advance of cultivation. In keeping 
with the government's attempt to increase production of subsidiary 
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crops, credit was also given for the cultivation of vegetables, red 
onions, bombay onions and potatoes. 


Credit was disbursed to cooperative societies by the branches of 
the People's Bank (in six areas by Cooperative Provincial Banks, 
which obtained funds from the People's Bank). The People's Bank in 
turn obtained funds for this scheme from the Central Bank of Ceylon 
at a special interest rate of 1.5 percent per annum compared with 
bank rates of 5 to 6.5 percent per annum prevailing during the period. 
The Central Bank of Ceylon guaranteed defaults of the People's Bank 
to the extent of 75 percent, compensated by a guarantee fee of 0.5 per- 
cent of the amount refinanced for this service. The People's Bank 
(or the Cooperative Provincial Bank) lent funds to cooperative socie- 
ties at 5 percent per annum and these in turn charged an interest of 
9 percent per annum from farmers. An additional penal rate of 3 
percent per annum was charged when the money was not returned 
within the stipulated period. The rice ration coupons of a farmer's 
household were pledged as security for the loan and when he did not 
repay a loan the ration coupons were withheld and their value at the 
rate of Rs. 1 per coupon were credited in lieu of the loan. In case 
of crop failure the loan repayment was to be spread over three sub- 
sequent seasons and the farmer was entitled to borrow in the next 
season. The disbursement of credit by a commercial bank rather than 
a government department and the pledge of rice ration coupons were 
expected to act as deterrents against default. Furthermore, in the 


event of a farmer not repaying a loan, it was ultimately recoverable 
through rice ration coupons, 

















The introduction of the new scheme was marked by a substantial 
increase in credit disbursement. In the first year of its operation 
(1967/68) Rs. 72,500,000 was disbursed for paddy, and Rs. 5,600,000 
was issued for subsidiary crops. The total of Rs. 78,100,000 was 
more than twice the highest amount given under the earlier schemes. 
However, paddy loans for 1968/69 decreased significantly to Rs. 55 
million, though loans for subsidiary crops increased to Rs. 6,800,000. 
Voluntary recoveries for paddy loans were 69 percent in winter 
1967/68, 73 percent in summer 1968 and only 49 percent in winter 
1968/69. The levels of recovery in the first two seasons were inter- 
mediate in the previous experience, but the third was the lowest on 


record. The recovery of loans for subsidiary crops, however, was 
81 percent in 1967/68. 


Factors which accounted for the inability to recover loaned funds 
were the misuse of funds by cooperatives, indebtedness to other 
sources, unsatisfactory tenure conditions and a preference for paying 
with ration coupons. The withholding of rice ration coupons was ex- 
pected to act as a deterrent against default, yet in practice some 
farmers have expressed their preference for repaying loans with ration 
coupons. This is understandable as the valuation of a measure of rice 
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on coupon at Rs. 1 gives a bushel value of paddy of Rs. 15.60, as 
against a guaranteed price of Rs. 14 per bushel; it is therefore ad- 
vantageous for a farmer to forego his rice ration rather than pay from 
income derived from the sale of paddy. Also, payment with rice cou- 
pons is spread over a long period of time. The only disadvantage of 


this form of repayment is that the farmer is ineligible for a fresh 
loan, until the entire loan is recovered. 


Since 1947 the trend has been one of increased aggregate lending, 
though within the period there have been years of decreased lending. 
Increases in credit disbursed have been particularly striking since 
the new scheme in 1967. Yet, institutional credit services only a 
small proportion of peasant farmers. The number of paddy farmers 
who secured loans in winter 1967/68—the season with the largest 
credit disbursement—is estimated at around 140,000, which is about 
15 percent of the total number of paddy farmers in the country. Data 
on the paddy area covered by credit are not readily available. An 
estimate of the acreage, on the varying assumptions of average use 
per acre of Rs. 200 and Rs. 150, indicate the area covered to be 29 
percent and 38 percent, respectively, of the total area harvested in 
winter 1967/68 and 10 percent and 13 percent, respectively, of the 


area harvested in summer 1968; the areas covered by credit in the 
next year are less. 


Methods of Recovery 








The inability to recover a substantial proportion of loaned funds 
has been a basic problem of institutional credit schemes. The higher 
rate of recovery during the period when the principle of corporate 
responsibility was applied implies a greater vigilance over loaned 
funds when a cooperative's financial position and its ability to obtain 
funds subsequently are affected. When funds are given irrespective 
of a cooperative's record of recovery, a lax attitude appears to pre- 
vail, with cooperatives merely reporting defaults to the loan agency. 
But the application of the principle of corporate responsibility had the 
effect of decreasing the number of eligible borrowers over a period 
of time. The hypothecation of rice ration coupons failed to act asa 
deterrent against default, since some farmers preferred to repay 
with rice coupons, and this method also had the defect of decreasing, 
over time, the number of eligible borrowers after the initial expansion. 


Neither data on the numbers of new borrowers, nor on the extent to 
which farmers self-finance agricultural production, are readily avail- 
able. In general, an analysis of district total figures discloses a 
positive correlation between the levels of voluntary repayment of loans 
and the level of subsequent credit utilization, but this relationship is 
not very strong or consistent. If the decline in borrowing is due to 
increased internal financing, then these trends would not exert an 
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adverse effect on agricultural production. If not, the low level of 
recoveries, by reducing the number of eligible borrowers, may re- 
duce over a period of time the number of farmers with a capacity to 
undertake the financing of material inputs required for intensive agri- 
culture. 


The lack of an organization capable of decision-making on the 
creditworthiness of borrowers and bearing responsibility for super- 
vision of funds loaned has been the basic reason for the difficulty of 
recovering these loaned funds. Cooperatives have tended to be mere 
offices for issuing funds rather than agencies which are directly in- 
volved with the agricultural enterprises, and have generally not been 
concerned with the proper use of funds and their ultimate recovery. 


Required Reforms 





Though the inadequacies and weaknesses in credit schemes have 
demonstrated very strongly the need to establish institutions capable 
of handling credit operations at village level, changes thus far have 
been confined to new procedures for obtaining loans, revision of 
credit limits, changing the agency giving funds to cooperatives, alter- 
ations in the interest rate or introducing new deterrents against de- 
fault. Policy makers have either indulged in the illusion that the 
complex problem of rural credit could be resolved by merely changing 
the mechanics of doling out credit, or have been content to take short 
cuts when there are none. If the objective of credit policies is the 
transformation of a primitive agriculture into a modern one, then the 
establishment at village level of modern institutions adequately staffed 
to supervise the implementation of agricultural policies is essential. 
Instead, the recurring mistake is the timeworn folly of putting new 
wine in old bottles: of implementing new policies through provenly 
ineffective old institutions. 


The credit agency should be responsible for the coordination and 
implementation of other agricultural policies as well. In particular, 
extension work should go hand in hand with the credit scheme. Such 
coordination would ensure that the extension service's advice on the 
use of improved methods would be backed by financial facilities for 
obtaining the necessary inputs. These inputs, such as fertilizers, 
herbicides, pesticides, farm implements and machinery, could be 
given on credit by the same agency to ensure further the proper use 
of funds. Once credit is given in money or kind, the extension service 
could follow up with supervision of cultivation practices. The pur- 
chase of the produce at guaranteed prices would further enhance the 
efficiency of the scheme. A program of crop insurance tied to the 
credit scheme could ensure repayment of loans even at times of crop 
failure. It is only with the provision of such a package that peasant 
credit schemes could succeed. 














For the performance of these functions the credit agency should 
maintain records of each farmer's agricultural activities, such as 
the area cultivated, the type of tenure and rental arrangements, the 
cultural practices adopted, the sources and costs of inputs, the nature 
and amount of assets, the ancillary occupations and sources of income, 
indebtedness to other sources, the output and the price and manner of 
its disposal. Such records would provide the best guide for an assess- 
ment of credit needs and make possible a shift of the criterion for 
giving credit from that of adequate security to the ability to repay on 
the basis of increased productivity by the use of credit. Security as 
the criterion for giving credit is relevant only in the event of default 
and is not a measure of the need for, or productivity of, credit. The 
shift away from this criterion is essential, as the finances required 
for the inputs necessary for improved cultivation practices do not 
necessarily bear a relationship to, and should not be limited by, the 
amount of acceptable forms of security. 


The establishment of this type of agency would enable credit to be 
issued on a more flexible basis. Credit policies have so far been 


.formulated in terms of national average requirements and not accord- 


ing to the requirements of particular areas or farmers. On the one 
hand this precludes farmers with higher credit needs from obtaining 
their total requirements, while on the other hand farmers with lower 
credit requirements may obtain higher amounts than needed, and ex- 
pend these unproductively. Once the agency disbursing credit is 
strengthened on the lines suggested, the scope and flexibility of credit 
schemes could be varied to meet particular needs. 


The reform of the credit agency may appear too costly and difficult 
to organize. However, the cost of establishing well-staffed agencies 
to operate in a manageable geographical area may pay for itself over 
a relatively short period of time by improved recoveries and the 
overall benefits of increased production. The fact that Rs. 78,600,000 
was unrecovered during the period 1947/48 to 1966/67 indicates the 
costs of inefficient organization. A national average increase of just 
one bushel per acre achieved by better organization would increase the 
annual value of paddy output by about Rs. 24 million. 


[Excerpted from "Agricultural Credit: 
Ceylon's Experience,'' South Asian Review. 





London: the Royal Society for India, 
Pakistan and Ceylon, Vol. 3, No. 3, 
April 1970, pp. 215-225, ] 
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Crop Insurance, Creditworthiness, 
and Development 


Bernard Oury 


{Insurance schemes to protect farmers against losses from the hazards 
of nature can contribute substantially to their creditworthiness and 
serve other developmental purposes. Such schemes should be under- 
taken only after careful testing in a pilot program. Reinsurance from 
external sources is often desirable. | 


The first reference to multirisk crop insurance ap- 
pears to have been made by Benjamin Franklin, in 
1788, when France suffered the loss of crops over much 
of the country due to a severe storm. He wrote to one 
of his correspondents in France: "I have sometimes 
thought that it might be well to establish an office of in- 
surance for farmers against the damage that may occur 
to them from storms, blight, insects, etc. A small 
sum paid by a number could repair such losses and pre- 
vent much poverty and distress.'' About 110 years were 
to pass, however, before any organized effort would be 
made. In the United States, several attempts were 
made around 1900 by private insurance corporations to 
write all-risk insurance on crops; they failed because 
of the heavy liabilities involved. Such contracts were 
written against loss of income from the crops for any 
cause including prices; and price declines were, on 
the whole, more important causes of loss than crop 
failures. Interest in crop insurance revived in the 
1920s. The first world survey of existing agricultural 
insurance systems was initiated in 1937 by the Assembly 
of the League of Nations. In 1938 crop insurance laws 
were passed in two countries, the United States and 
Japan; these created the first government-operated 


Dr. Oury is with the Agriculture 
Projects Department of the World 
Bank, Washington, D.C. 
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multirisk crop insurance schemes in the world which have served as 
examples to many other countries. 


Crop Insurance and Economic Development 





From the point of view of development, crop insurance may be re- 
garded as an instrument of partial mobilization and earmarking of 
savings; and, when compulsory, as an instrument of income redistri- 
bution among the farming community in sharing the burden of the 
losses occurring in agriculture in times of distress. When family 
labor is included in the calculation of production costs, multirisk or 
all-risk crop insurance may provide some of the elements of a mini- 
mum income guarantee scheme. When diversification from one or two 
major export crops toward import substitution or production of other 
export crops is a foremost goal, crop insurance with appropriate 
premium subsidies may provide an incentive to increase production. 
Effective implementation of crop insurance during the process of de- 
velopment would be conducive toward creating a food buffer reserve 
and promoting stability of food prices. 


Crop insurance has played a role in meeting the impact of crop 
yield risks in the Great Plains of the United States. This role has 
been further illustrated in Mexico: the lack of irrigation facilities in 
most parts of the 116,000-hectare corn project in a highland rainfed 
area with a considerable drought hazard, in the State of Puebla, would 
have constituted a serious deterrent to inducing additional expendi - 
tures by smallholders on farm inputs if it had not been for the avail- 
ability of the Mexican crop insurance program. In addition, Lipton 
argues that it could contribute to the transformation of the structure 
of property relations in India through an increase in peasant security. 
There is little doubt that in many lower-income countries the tenant 
and the landless laborer will continue to defer to the landlord, the 
merchant, or the moneylender until the government provides such sub- 
stitutes as crop insurance and loans secured against the harvest. 
Many practices now standing in the way of economic progress were 
attempts to provide a kind of built-in insurance. Among them are 
tenants' preference for share-rents over fixed rents; borrowers' 
preference for repaying in kind over repayment in cash; hoarding of 
marketable surplus, etc.; alternative sources of security, especially 
crop insurance, could contribute to overcoming these obstacles. 


Crop Insurance and Creditworthiness 





One of the most important contributions of.a good crop insurance 
system to development is its strengthening of the financial stability 
and soundness of farmers and hence their creditworthiness for bor- 
rowing funds needed for development. The ever-present element of 
risk in farming is a major consideration in establishing creditworthi- 
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ness; the repayment ability of applicants is always a major consider - 
ation in reaching decisions on loan applications. The matter of col- 
lateral is important too, but it stands next to repayment ability. In 
the financing of major crops the absence or presence of an insurance 
program is therefore often fundamental because of its implications 
for improving the ability of farmers to repay. 


In several developing countries there has been a dramatic increase 
in farm output in recent years with new seeds and associated inputs. 
Although the yield may increase threefold over that with traditional 
varieties, the farmer must have access to substantially greater credit 
to finance his operations. Hence, farmers in less developed coun- 
tries are currently bearing a relatively heavier burden of rapid credit 
absorption, and consequently there is a larger amount of defaulting on 
repayment on the part of farmers suddenly stricken by adverse weather 
conditions. Governments are faced with disruption of development 
programs, balance-of-payments problems, and financial crises when 
the agricultural sector is stricken by adverse weather conditions. 


Crop insurance and re-insurance may contribute to easing such re- 
curring situations. 


In countries where it already exists, crop insurance often is closely 
tied in with credit. Banks and other credit institutions may be reluc- 
tant to lend money to a farmer whose only security is the crop he plans 
to raise. Crop insurance, used as collateral for loans, can help to 
overcome this reluctance to lend by improving farmers' creditworthi - 
ness, i.e., crop insurance and credit are mutually reinforcing. How- 
ever, the credit system must be adequate to needs: thus, crop in- 
surance is not likely to accomplish very much if the proceeds to farmers 


are ultimately dissipated in repaying loans to local traders and money - 
lenders at excessively high rates of interest. 





Establishment of Crop Insurance Systems 





Crop insurance schemes are usually operated by a government- 
sponsored agency. Credit institutions and farmers' organizations 
might in some instances contribute to capital needs. Nonetheless, 
in most countries, financial support has to be provided by the govern- 
ment in the form of participation in the reserve fund and possibly of 
subsidization of the cost of premiums to farmers. In most lower- 
income countries, before proceeding with the design and implementa- 
tion of any crop insurance system, a thorough examination of activi- 
ties in the agricultural sector may be needed in order to ascertain 
whether the necessary agricultural programs and policies exist; if 


they do not, coherent new policies would be needed to provide a sound 
basis for such a crop insurance scheme. 


A multirisk or all-risk crop insurance scheme provides essentially 
a specified yield guarantee. Under most schemes in effect the maxi- 
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mum yield guaranteed per hectare does not generally exceed 75 per- 
cent of the average yield computed for the period of reference (gen- 
erally the five previous years); and in any case the amount of the 
indemnity is usually limited to the amount of expenditures committed 
to the insured crop. Under voluntary crop insurance the insurance 
has to be sold, and in some systems the farmer may choose from 
among several options the amount of indemnity he wishes to receive 
per bushel or quintal and this amount is a major element in the calcu- 
lation of the premium he will have to pay. Under compulsory crop 
insurance, a form of insurance generally advisable in less developed 
countries, there is necessarily less flexibility and the premium, 
which is lower due to a wider distribution of risks, has the charac- 
teristics of a compulsory levy. Nevertheless, in both types premium 
rates may vary widely between areas and between crops, depending 
on the risks, which are measured to the extent practicable by losses 
experienced in the previous years. The insuring of many kinds of 
crops in many areas brings diversification of risks. Even so, an 
important reserve fund is generally required as a cushion to spread 
the losses over several years. 





The insured farmer will know the area designations of his farm or 
fields, the yield guaranteed per hectare, and the amount of the 
premium rate per hectare. Each year after planting he must report 
the number and location of hectares planted to the several crops in- 
sured under the crop insurance program. He reports any serious 
damage during the growing season and reports shortfalls and losses 
after harvest. He must keep records and evidence to prove the amount 
of his production. An adjuster, who might be a farmer, a retired 
farmer, a member of a village cultivation committee, or a government 
agricultural officer, inspects the farm, measures the stricken ffelds, 
verifies the production, determines the cause of loss and, if not caused 
by neglect, poor farming practices, or some other uninsured cause, 
helps the farmer to prepare his claim. It is important that the farmer 
be paid promptly after the loss is accurately assessed. Consequently, 
the legal and political status, as well as the structure and organization 


of the system, must be such as to assure the necessary rapidity in 
the functioning of the system. 


Of course, difficulties are to be expected in establishing a crop in- 
surance program in lower-income countries. In view of the current 
shortage of basic agricultural statistics in most of these countries, 
preliminary experimentation on a small but appropriate scale would 
be essential to build an adequate actuarial basis for a crop insurance 
scheme. The objectives of a pilot scheme would be: 1) to study the 
technical aspects of crop insurance so that suitable features could be 
tested in terms of their relative effectiveness and popularity and to 
evolve a suitable actuarial grid; 2) to develop the appropriate machin- 
ery for efficient administration of the scheme and factor out the costs 
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of the various operations; 3) to develop programs for educating farmers, 
farm organization leaders, extension workers, and agricultural officers 
in the technique of crop insurance and to demonstrate its workability; 
and 4) to train a nucleus of skilled personnel for possible future gen- 
eralization of the scheme. A pilot crop insurance scheme would best 

be confined to limited areas and a few major crops. It should be 
operated for a sufficient number of years in order for it to yield ade- 
quite information on which to base conclusions regarding a nationwide 
scheme with wider crop coverage. 


Financing of Crop Insurance Schemes 





The financing of sound crop insurance programs will vary as to 
crops insured, amounts of coverage, premium levels, and degrees of 
appropriate government subsidization; but it would not appear to 
raise insuperable problems. I am well aware that in dealing with dif- 
ferent areas and peoples of different nationalities and cultures, methods 
usable in certain places may not be suitable in others. Ultimately, 
however, the major financial problem is two-fold, namely: 1) the size 
of the domestic crop insurance fund and how it should be provided for, 
and 2) the easing of the financial stress upon domestic finances through 
some form of external re-insurance, either total or partial. 


On the problem of domestic financing, it should be made clear that 
crop insurance programs can be initiated only in countries with a suf- 
ficient agricultural and institutional structure. This prerequisite 
being met, and where the principle of development assistance is recog- 
nized, appropriate arrangements might then be made to enable eligible 
countries to use, for instance, unused U.S. Public Law 480 accumu- 
lated balances on some matching basis with domestic resources to put 
together reserve funds. The World Food Program may also generate 


counterpart funds that could likewise be merged in a recipient country's 
reserve fund. 


In modern insurance practice re-insurance is generally a necessity, 
and re-insurance for crop insurance schemes would certainly be es- 
sential for most developing countries. Through re-insurance the 
insurer, having accepted a risk that is beyond his own means, will 
cede part of the risk to another insurer. The re-insurance of crop 
risks is not new; it has been practiced commercially for a long time 
for selected plantation crops, such as coffee, tea, and sugarcane. A 
government-sponsored underwriting of crop risks may be authorized 
with re-insurance protection being secured on the commercial market. 
This is illustrated by the Mauritius Sugarcane Insurance Scheme and 
the Puerto Rico Farm Insurance Scheme seeking re-insurance (total 
or partial) on the international market. A central government may 
authorize state or provincial government underwriting of crop risks 
with the central government standing behind state or provincial schemes 


72 





rs, 


nes 





through re-insurance. An example of this is provided by Canada where 
multirisk or all-risk crop insurance was introduced in 1959 with pro- 
vision for each province which so desired to establish its own inde- 
pendent provincial crop insurance corporation, these being in turn 
re-insured at the federal level. The experience in Canada could be 


quite relevant to large countries with a decentralized administrative 
structure. 


The possibility of channeling a portion of the resources committed 
each year to multilateral-aid soft-lending operations into a reserve 
fund for an international crop re-insurance scheme, and thus ulti- 
mately to eligible countries, deserves careful examination. So does 
the possibility that an existing soft-loan multilateral-aid fund could 
be made to fulfill the role of such international crop insurance cor- 
poration through annual allocation of a portion of its resources for 
this purpose, and the collection of appropriate re-insurance premiums. 
A portion of the substantial indemnities to be paid out by such inter - 
national crop insurance schemes could be paid in surplus commodi- 
ties. An international crop insurance corporation would operate by 
re-insurance rather than by direct insurance. Hence, it would un- 
doubtedly require the crop insurance legislation, plans, and contract 
provisions of interested countries seeking re-insurance protection to 
be working on a sound basis, and their agricultural development pro- 
grams and policies to be developing so as to become appropriate to 
their needs and coherent in purpose and method. 


The introduction of crop insurance schemes is possible only in coun- 
tries where a suitable governmental, institutional, and administrative 
framework exists; even in such countries it requires careful prepara- 
tion and exploration by means of a pilot scheme. Crop insurance pro- 
vides no panacea; what it does offer is one possibility, which needs 
to be further examined, of stabilizing agricultural earnings and thus 
promoting development. 


[ Excerpted from "'Crop Insurance, Credit- 
worthiness, and Development,'' Finance 
and Development. Washington (D.C. ): 
International Monetary Fund and the 
International Bank for Reconstruction and 
Development, Vol. 7, No. 3, September 
1970, pp. 37-42. | 
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Indian Banks and Cooperatives 
in Farm Credit 


[ Among the reasons for the July, 1969 nationalization of 14 major 
commercial banks in India was the intention that they expand the 
credit available to agriculture—previously a near monopoly of coop- 
eratives and moneylenders. Three views on prospective relations 
between banks and cooperatives are presented: 1) The Reserve Bank 
of India outlines plans for commercial bank financing of cooperatives 
in some areas; 2) Miles indicates what banks should do to expand 
rural activities; 3) Dinesh warns against unregulated competition by 
banks for rural funds. | 


One. ..... .-Agricultural Credit Department, Reserve Bank of 
India, Bombay. 


Objectives of the Plan to Finance Pri- 
mary Agricultural Credit Societies by 
Commercial Banks 











With the demand for short-term agricultural credit 
estimated to be of the order of Rs. 20 billion by the 
end of the Fourth Plan (1973) and for medium-term 
credit during the plan period at Rs. 5 billion, and in 
view of the estimate that cooperative agencies at the 
most would be able to supply only about Rs. 7.5 billion, 
measures for filling in credit gaps had to be thought of, 
The immediate aim of current plans is to fill as far as 
possible the production and medium-term investment 
credit gaps, with particular reference to the credit 
needs of the small farmers which persist in some areas 
on account of the weaknesses of the central cooperative 
banks concerned. In the four eastern states of Assam, 
Bihar, Orissa and West Bengal and in Rajasthan (where 
cooperatives are weak) the gap will be met largely by 
the Agricultural Credit Corporations to be set up specif- 
ically for the purpose. In 56 districts in other states, 
where the gap is expected to continue to be wide because 
of the financial and administrative weaknesses of the 
central cooperative banks, a scheme for the financing 
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of primary agricultural credit societies by public sector and other 
commercial banks in the areas of such weak central cooperative banks 
was recommended by the Reserve Bank and accepted by five state 
governments—Andhra Pradesh, Haryana, Madhya Pradesh, Mysore 
and Uttar Pradesh—and the cooperative banks themselves. (Else- 
where, the cooperative banks are considered stronger. ) 


The importance of this development can hardly be overemphasized 
since in the area of these five states the proportion of rural popula- 
tion covered by active primary credit societies worked out to only 
30.6 percent as on 30 June 1968, and the number of members of these 
societies who were borrowing during 1967/68 was only 40 percent of 
the total membership. The coverage in the areas where the scheme 
is to be launched may be even poorer than the average for the states, 
and as a result perhaps the worst sufferers are the small agricultur- 
ists who are denied the benefit of institutional credit and are at the 
mercy of the village moneylenders or merchants. As a long-term 
objective, however, it has to be ensured that in the process of active 
involvement of commercial banks in this sphere, the cooperative 
system is under no circumstances weakened. 


Certain features inherent in the scheme, if allowed full play, are 
very conducive to the building up of a strong cooperative credit struc- 
ture, especially at the primary level. Thus, the fact that the com- 
mercial bank will finance the needs of members of societies more fully 
than the central cooperative bank will itself be a stimulus to new 
membership and should also galvanize the present dormant member- 
ship. This objective will be reinforced by the refusal of commercial 
banks in the areas of societies concerned to finance individual farmers 
directly, i.e., loans will be obtainable only through their societies. 
Every effort must be made, with the cooperation of the commercial 
banks and state governments, to maximize the effective membership 
of these societies and to eliminate, as far as possible, recourse by 
farmers to non-institutional credit (i.e., moneylenders) for their 
production and medium-term investment credit requirements. In 
fact, the commercial banks would do well to assume direct responsi- 
bility for revitalizing at the earliest possible time the societies ceded 
to them and fulfill the same with the installation of the proper machin- 
ery for management, supervision, etc. In their general superintend- 
ence of the scheme, the state government authorities should bring into 
close association with both commercial and cooperative banks their 
extension and other advisory agencies and services relating to produc- 
tion, supply, marketing and processing. 


While the scheme should automatically increase the business of 
credit societies, the improvement of their administration should not 
be left to chance. A positive program of revitalization of each of the 
societies, most of which are in a questionable financial state, should 
be undertaken, The program should strengthen the weaker units through 
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amalgamation of societies, contribution to share capital by the state 
government, etc., with the object of converting them into self-sup- 
porting viable units. It should also be ensured that the societies con- 
cerned do actually employ properly trained and qualified secretaries 
on a whole-time basis; this should become possible in view of their 
larger turnover of business. They will also have to be encouraged to 
undertake the supply of agricultural inputs like fertilizers, and to pro- 
vide other services. 


Inadequacy of cooperative credit has generally affected smaller 
farmers to a greater extent than the more substantial and influential 
farmers. While great care has to be taken to make certain that the 
legitimate needs of all classes of farmers are met, special safe- 
guards are necessary in the case of smaller farmers. In order to 
ensure that adequate attention is being paid to them, it will be advis- 
able for the societies to prepare credit limit statements under the 
crop loan system in two parts—Part (A) in respect of the small farmers 
holding less than 3 acres and Part (B) in respect of all other members. 
The commercial banks will not be sanctioning loans farmer-wise; 
these statements will enable them to see that the primary society has 
sanctioned adequate loans to farmers in Part (A) with due reference to 
the cultivated area and the approved scale of finance. 


Commercial banks should have one supervisor for every 10 socie- 
ties financed. It will be their duty to oversee the appropriate end-use 
of loans, and they will be able to do this best by test-checks of indi- 
vidual farmer's operations and by frequent visits to the societies. At 
the state level, a Standing Committee on the lines suggested by the 
Reserve Bank may be set up to deal with major operational policies 
and difficulties. Among the responsibilities of this committee will be: 
to see that the primary societies financed by commercial banks are 
prompt in recovery of loans and repayment to the banks; to review 
the progress of programs for the rehabilitation of all primary socie- 
ties and the central cooperative banks concerned; and in due course 
to make recommendations to the state government for the resumption 
by the central cooperative bank of jurisdiction over the ceded societies. 
To attain national uniformity in policies adopted in the scheme, it is 
proposed that the Agricultural Credit Department of the Reserve Bank 
should keep an overall watch over its implementation; the regional 
offices of this Department will be supervising the scheme closely at 
the field level. 


Two. ... .Harold A. Miles is with the Ford Foundation, New Delhi. 
The Outlook for Farm Credit in India 





With the entry of commercial banks into rural areas on a larger 
scale, the current policy of permitting the private sector to distribute 
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fertilizer and other inputs, and the organization of State Agricultural 
Credit Corporations where cooperatives are weak, India now has 
enough agricultural credit institutions to serve her current needs. 
The great challenge is to make these and the older institutions per- 
form their functions in a sound and business-like manner. 


Although the entry of commercial banks into the agricultural credit 
field on a broader scale has been brought about by placing the banks 
under social control [ followed by nationalization], I find that they are 
genuinely interested in extending their services to rural areas. A 
first step in entering any area with credit and banking services is to 
appraise the agricultural potential of the area. The innovative dis- 
tricts in the Intensive Agricultural Districts Program would provide a 
good basis for the banks to launch or extend their rural banking activi- 
ties since more information is available on the agricultural potential 
of these districts than in others. 


Before the banks can enter the rural areas, however, they will 
have to develop staff capable of extending agricultural credit ona 
safe and constructive basis. Initially the banks should select and train 
a nucleus of high level staff that is in a position to train lower echelon 
officers reaching out to the branches serving cultivators in the dis- 
tricts. The training of bank staff should encompass at least the fol- 
lowing: knowledge of basic agricultural technology such as soils of 
India, input-output relationships, water management, and pest con- 
trol; the agricultural marketing structure; input supply lines, their 
organization and needs. More broadly the staff should be able to 
assess the contribution of mechanization to productivity, do project 
or area feasibility studies, appraise individual farm operations for 
credit extension, know recovery procedures and methods of attracting 
deposits in the rural areas. 


The broader and longer term training effort will have to be pro- 
vided by the proposed National Institute of Bank Management, and the 
banks' other training institutions. However, it will be at least two 
or three years before this training will reach out of the rural banks, 
and the banks cannot wait that long. Within the innovative districts 
the Project Officer and his staff would be a source of dependable tech- 
nical information and could be of material assistance to the banks in 
both their training and operating activities. The district staff could 
not, of course, perform operating functions of the banks, but the in- 
formation they could give on input-output responses in various parts 
of the district, and on programs operating or expected to be operating 
in the district, would be very helpful. 


Agricultural Universities 





As commercial banks expand their services in the agricultural 
sector they will need to recruit personnel with proper basic training 
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in agriculture and business, and other agri-business organizations 
face this same problem. The agricultural universities are the only 
places in India where this type of training can be given, and they 
could make an important contribution to the whole agri-business com- 
plex if they would include in their curricula appropriate courses in 
agricultural economics, including agricultural finance and such 
business courses as accounting, business law, business management, 
etc. However, the universities will themselves have to first learn, 
through appropriate research, what the current financial needs of 
agriculture are and if and how these needs are being met. Besides 
providing teaching material this research should provide a most ef - 
fective tool for stimulating needed changes in policies and procedures 
of credit institutions. 


Marshalling Village Resources 





Although the amounts of village monetary holdings cannot be ac- 
curately measured, they are unquestionably large and could be more 
productively employed if they were incorporated into the organized 
monetary system. The reward for their successful mobilization would 
be great. Commercial banks are in a much better position to mobilize 
these resources than are the cooperatives because of their greater 
management capabilities and their flexibility. 


In both the cooperative and commercial banking systems, rates of 
interest paid on deposits and rates charged to borrowers are consider - 
ably lower than the capital supply-demand situation warrants. Since 
the commercial banks are entering more aggressively in the rural 
areas, they have a challenge to marshall more resources. Perhaps 
higher rates paid on deposits would attract more deposits. The 
accompanying need for charging higher lending rates would not seem 
to deter cultivators from borrowing. If government continues to as- 
sure cultivators a fair price for their products, the rewards for using 
modern production methods are great enough to warrant their paying 
substantially higher rates on credit used than the rates currently 
being charged by institutional lenders. In fact cultivators are now 
generally paying much higher rates for most of their borrowings, 
since moneylenders are the source of around 70 percent of the total 
credit extended in rural areas. 


The State Bank of Patiala has been quite successful in attracting 
village deposits by using the mobile bank concept. A panel truck is 
equipped with banking facilities and manned by an executive officer. 

It carries an armed guard in front and rear and has a bank window 
through which transactions are made. Probably because of this evi- 
dence of security, substantial deposits are attracted at even current 
rates of interest. Another innovation which has been suggested is that 
banks might extend to cultivators overdraft privileges equal to their 
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maximum deposits during the two months immediately following the 


marketing season. With adequate supervision and controls this seems 
to have possibilities. 


An even greater reservoir of resources is in the hands of village 
moneylenders and traders. Itis not likely that institutional lenders 
will be able to pay interest rates high enough to attract these resources. 
The owners of this capital will want ''a piece of the action" since they 
are the villages' most astute entrepreneurs. This suggests that 


schemes for attracting equity capital will be necessary to marshall 
these resources. 


Three, .... ..C. Dinesh is on the faculty of the Vajkunth Mehta 
National Institute of Cooperative Management, Poona. 


Competition of Commercial and Cooperative 
Banks in Mobilizing Rural Deposits 








Among the many areas of friction between the commercial and 
cooperative banks caused by the entry of the former in the field of 
agricultural credit, is the competition in deposit mobilization which 
may ultimately hamper the growth of cooperative banking structure 
unless proper safeguards are devised to prevent this drift in the initial 
stage itself. Basically, commercial banks operate on the principle of 
maximum profits with minimum risks, which naturally leads them to 
operate among more affluent and creditworthy farmers. Added to this, 
centralized control and scientific management would provide the com- 
mercial banks an operational superiority. On the other hand, maxi- 
mum service to the largest number of people is the watchword of coop- 
erative institutions. Democratic control and the difficulties in intro- 


ducing scientific management weaken the competitive power of the 
cooperative banks. 


So far the commercial banks have not directly penetrated into our 
rural areas except in a few cases; their operation was restricted to 
urban areas, as well as industrial and commercial centers. Deposit 
mobilization is one of the major functions of our commercial banks. 
Indian commercial banks, unlike those in the West, depend on their 
own resources and deposits and very little on borrowings from the 
Reserve Bank of India. Providing facilities and incentives to attract 
deposits is a technique developed very well by our commercial banks 
which cooperative banks would take decades to catch up with. 


The total annual credit requirement of cultivator households in the 
country is well over Rs. | billion, of which about 25 percent is being 
met by the cooperative sector. The remaining 75 percent is met 
either by moneylenders, traders or relatives and friends. Coopera- 
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tive credit is disbursed in such a way that meeting of only partial 
requirements of the maximum number of farmers is attempted; 
therefore, the farmers who borrow from the societies are always 
obliged to borrow again from other sources to meet the remaining re- 
quirements. The lending operations of the cooperatives in a majority 
of states, except perhaps in Maharashtra and Gujarat, are almost en- 
tirely dependent on the borrowings from the Reserve Bank of India 
through the state cooperative banks. In spite of the monopoly enjoyed 
by the central cooperative banks during the last decades, they have not 
been able to mobilize substantial amounts of rural savings through 
bank deposits. It is disheartening to note that the ratio of cooperative 
bank deposits to the net income of agricultural households is only 0.2 
percent; the percentage of net saving is 4.7, and of bank deposits to 
net saving 4.6 percent. Existing assets of commercial banks are about 
10 times those of the cooperative banks. 


It is evident that commercial banks would select the higher saving 
group of farmers. Farmers in the lower income groups do not save 
at all; on the contrary, they run into debt. The farmers who would 
really come under the scope of borrowing from commercial banks are 
those who fall in the income group above Rs. 4,800 whose net saving 
is above 15 percent, because only this group has the physical invest- 
ment which is really productive. And this is the group which has the 
highest investments in cooperative bank deposits, small savings and 
life insurance. These are the fields in which commercial banks could 
provide effective service to their customers. An average depositor, 
in most cases, would always prefer to have an account with a big com- 
mercial bank rather than in a cooperative bank. It is considered not 
only safe but also a matter of social status. If the members of the 
board of directors of a cooperative bank keep their deposits in good 
commercial banks, and instances of this are not few, not much con- 
fidence can be created in favor of cooperative banks among the farmers. 
A pre-condition to any change in the values of society members is the 


efficiency of cooperative banks in serving their customers and creating 
confidence in them. 


Of course, there will be a gestation period till the commercial banks 
can establish their hold on rural savings. Due to lack of knowledge and 
understanding of the rural economy, sociology and psychology, the 
commercial banks may take quite some time to get settled and may even 
incur losses in the beginning, and they are bound to be very cautious in 
this matter because they would be operating with the depositors' money. 
If the cooperative banks fail to consolidate their positions during this 
gestation period they are sure to be the losers in the game. 


Though the prospects of commercial banks being able to tap the 
additional income generated in the agricultural sector through deposit 
saving mobilization is a welcome contribution to the stability of the 
economy and to combat inflationary pressure, it may not prove to be 
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a welcome proposition to the cooperative banks and its implications 
for the structure of rural society should also be considered. Instead 
of allowing the commercial banks to operate independently, the whole 
system of agricultural credit might be reorganized gradually by estab - 
lishing a national credit corporation to which the commercial banks 
would be obliged to contribute a certain percentage of their loanable 
funds. Alternatively, there could be a clear demarcation in the areas 
of operation between the cooperative and commercial banking sectors. 
It would be unwise to allow two agencies to operate in the same field 
at the village level where the selective financing of the commercial 
banks would alter the economic balance of the rural economy and re- 
sult in the formation of power groups. Another alternative would be 
to make the commercial banks advance funds through the village coop- 
erative societies, and the respective state governments can stand surety 
to these loans. If a properly coordinated pattern is evolved in the be- 
ginning, it will help avoid bitterness between the two agencies later. 


[ Excerpted from Cooperative News Digest. 
Bombay: Agricultural Credit Department, 
Reserve Bank of India, Vol. XXI, No. 2, 
February 1970, pp. 18-20; and Vol. XX, 
No. 9, September 1969, pp. 131-133 and 
133-135. ] 
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Moneylending in Rural Areas: 
Some Examples from Colombia 


Charles T. 


Nisbet 


| The reasons why many Colombian farmers prefer borrowing from 
moneylenders rather than banks suggest problems which should be 
recognized by Latin American governments wishing to organize super- 
vised rural credit programs to replace existing credit sources. | 
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During a sample field survey of Colombian farm 
operators, nearly 60 percent of the 458 farmers inter- 
viewed claimed to have borrowed funds from informal 
credit suppliers, i.e., landlords, itinerant traders, 
friends, neighbors, relatives, village store owners and 
moneylenders, during the previous three years. Others 
had borrowed from state or private banks, chiefly the 
former. Farmers were asked to choose between banking 
institutions and moneylenders as a source of loanable 
funds. Moneylenders were the most preferred source 
with 52.8 percent of the farmers expressing a prefer- 
ence for them. Only 8.3 percent were undecided, with 
the balance, 38.9 percent, favoring banking institutions. 


1A 
\ 


Why did so many farmers prefer to negotiate with 
moneylenders rather than banking institutions? It 
might be asserted that socio-economic status influences 
the choice of credit supplier. Table | shows farmer 
preferences distributed according to farm size. About 
50 percent of all farmers within each farm size group 
preferred moneylenders to banks. If farm size can be 
accepted as some indication of socio-economic status 
(94 percent of those interviewed were farm owners) 
then we must look elsewhere for the reason moneylender 
are preferred to institutional lenders. 
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Table 1: Farmer Preferences for Banks Versus Moneylenders 





Distributed According to Farm Size (in fanegadas*) 

















Credit Source Less than 3 3-15.9 16-77.9 Over 78 Total 
Banks 86 66 21 5 178 
Moneylenders 140 74 23 = 242 
Undecided 25 9 _4 _0 38 

Total Cases 251 149 48 10 458 








*1 fanegada = .63 acres. 


SOURCE: Sample field survey of 458 Colombian farmers. 





The answer lies, I believe, first in the lending conditions and cir- 
cumstances existing in the institutional credit market and, second, in 
the responses of the farmers themselves. Many of the smaller farmers 
did not have access to credit from the private bank because loan appli - 
cations are not accepted from farmers unless they hold time or demand 
deposits. Other farmers did not utilize credits of the state bank be- 
cause applicants were generally required to anticipate the date of loan 
disbursement by as much as six months. Several medium and large 
farmers claimed that neither banking institution loaned on short notice 
(loan applications go to Bogota for approvai) and often the banks stood 
at their loan limit with no indication when operations would resume. 


Farmers! responses clearly point out the origin of their preferences 
for moneylenders over banks. The following sample of responses from 
operators of various sized farms includes farmers with varying years 
of education and those who have and have not dealt with the institutional 
credit market. 


"They (moneylenders) are not as difficult to deal with." 

"They (moneylenders) do not require so much paper work." 

"After the Caja (state bank) would not lend, they did." 

"IT have to pay more interest, but they give more time to pay." 

"They have more confidence in us." 

"The Caja delays, but the moneylender says give me the note and 
take the money." 


The application procedure for informal credit is quite simple. The 
borrower talks personally to the moneylender about his financial needs. 
There are no applications or financial statements to fill out, no lines 
to stand in, no land titles to submit and generally no references to 
present. The borrower asks for the credit directly without prelimin- 
aries, and the moneylender accepts or rejects the request immediately. 
Ninety percent of the farmers borrowing from moneylenders claimed 
that it was necessary to sign a promissory note in order to get credit, 
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but when the loan amount was very small only the verbal promise to 
pay was necessary. On some occasions the moneylenders would ask 
for a co-signer or a post-dated personal check as the guarantee for 
the loan. A moneylender's willingness to discuss such topics as 
child-parent relationships, changes in the youth of today and the 
business of moneylending points up the personal character of informal 
credit. A typical response of a farmer was that the ''moneylenders 
are the only ones that understand the needs of the campesino." 





The interest rates charged by moneylenders ranged from 24 to 96 
percent annually. In contrast, the rate charged in the institutional 
credit market was from 8 to 12 percent annually. Two farmers claimed 
that some moneylenders tell a prospective borrower that all his (the 
moneylender's) funds are exhausted at the moment, but he "knows a 
friend" who has money invested at 4 percent monthly; if the borrower 
desires, the moneylender will attempt to persuade his friend to drop 
his current investment and advance the funds to the prospective bor- 
rower at 5 or 6 percent a month. In all cases repayments of the loan 
began after the harvest, and several additional months could be ob- 
tained without difficulty. Most moneylenders seemed satisfied to 
accumulate interest on loaned funds as opposed to turning over their 
capital frequently. The field interviews revealed no interest on the 
part of moneylenders in the ultimate use of borrowed funds; they 
seemed indifferent about whether the funds went for consumption or 
production goods. 





Implications for New Credit Programs 
I 





Supervised credit programs have been in operation in Latin America 
since 1943. Most of these programs received funds from external | 
sources such as the Agency for International Development and the 
Inter-American Development Bank. These lenders have had little 
information before them on the existing informal credit markets in 
rural areas of Latin America. Loan officers from these lending 
institutions have not been in a position to analyze rigorously the loan 
applications presented by local governments from Latin American 
countries. The loan requests presented reflected little awareness or 
understanding of the operation of informal credit in their countries. 

At best some information was provided in loan requests on the institu- 
tional credit market and/or the socio-economic conditions of the 
rural 











masses. 


Some of the problems which must be considered in order to develop 
special policy guidelines for any new credit program that seeks to re- 
place informal credit are: 








|. The personnel utilized to carry new programs of credit to the 
rural areas are many times young, inexperienced, urban-raised and 


ed 








urban-educated, whose present employment represents their first 
contact with the rural community. These young bureaucrats find it 
difficult to communicate with the rural masses: because of this, 
small farmers resist adoption of recommended practices, they are 
distrustful of the credit arrangements offered, and many are able to 
fool these outsiders in such matters as assets currently possessed 
and output potential of farm operations. The informal lender has the 


ability to communicate with the rural community and he is not easily 
fooled. 


2. Many new credit programs stress the granting of merchandise 
credits, e.g., seed and fertilizer, on the assumption that only pro- 
duction credits should be extended. The result has been that some 
farmers are forced to sell off some of the merchandise they receive 
in kind to generate the cash necessary to meet their consumption 
needs or even to meet their daily labor expenses. 


3. In some rural areas village buyers of produce are also the 
lenders of production inputs. When the small farmer goes to a new 
institutional lender for a crop loan he loses his market outlet for 
produce at harvest time. 


+. In some Latin American countries the large ratio of farmer 
clients to agricultural technicians precludes individualized attention. 
In Chile, for example, the ratio of clients to agricultural technicians 
in 1965 for the Institute of Agricultural Development approached 65 to 
one. INCORA's supervised credit program in Colombia had a client- 
superivsor ratio of about 80 to one in 1965. The result is that group 
classes are held to pass on technical assistance; but farmers find it 
difficult to apply group teaching to their individual problems. Until 
some way is devised to handle better the individual needs of small 
farmers lacking technical knowledge, the adoption and continuous 
future application of new farm technology will probably be minimal 
in Latin America. 


5. In some countries the application procedure for new credit pro- 
grams is merely a carbon copy of that existing in the institutional 
credit market. For example, the State Bank of Chile utilized an 
eight-page application form for small sharecroppers of the central 
valley; many of these sharecroppers could not read the form, and few 
could understand it, let alone fill it out adequately. Next, the em- 
ployees of the State Bank copied verbatim a supervised credit form 
that had been used successfully in Europe; again the result was un- 
satisfactory. After six months of operation the employees of the 
State Bank finally realized that it would be necessary for them to de- 
sign their own application form of about two pages to suit their needs. 

6. In some Latin American countries supervised credit programs 
have not benefited the small farmers. The pressure for successful 

















programs and the lack of understanding of how to deal with small 
farmers have resulted in loans mainly to medium and large land- 
owners. 


7. Finally, a hard look must be taken at the cost of supervised 
credit. There are hints that the cost may be quite high but thus far 
no conclusive evidence has been presented to enable a firm judgment. 


| Excerpted from '"Moneylending in 
Rural Areas of Latin America: Some 
Examples from Colombia," The 
American Journal of Economics and 
Sociology. Lancaster (Pa.): The 
American Journal of Economics and 
Sociology, Inc., Vol. 30, No. 1, 
January 1971, pp. 71-74 and 80-84. | 

















INDIAN WOMEN AT WORKIN A STEEL PLANT. 
[ PHOTO: WORLD HEALTH ORGANIZATION] 
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Sex-Age Patterns of Labor 
Force Participation 


Ettore Denti 


[ The work participation rates among males of different age groups are 
quite similar in different countries. For females, however, there are 
wide variations among countries, and extensive differences between 
urban and rural areas. | 


This study in labor force participation covers 40 
countries, of which three are in Africa, two in North 
America, 13 in Latin America, 10 in Asia, four in 
Eastern Europe and eight ir Northern, Western and 
Southern Europe. Countries have been grouped accord- 
ing to level of economic development: countries with 
less than 45 percent of the male labor in agriculture 
have been classified as more developed, and countries 
with more than 45 percent as less developed. In most 
cases the data have been collected from population 
censuses taken during the period 1950-66, but for six 
countries, all Asian, they have been obtained from 
regular or occasional labor force surveys. The data 
are presented for age groups from 15 on up. 


Male Labor Force Participation Patterns 





The national average activity rates of the male pop- 
ulations depend primarily on the latter's age structure. 
However, when male age-specific activity rates (de- 
fined as the percentage of economically active persons 
among the population of a given age group) are analyzed, 
attention must be given to the interpretation of the dif- 
ferences in the work rates of young and old persons 
respectively; for these categories of persons the 
"working" or "non-working" status is not always clearly 


Mr. Denti is with the International 
Labour Office (ILO), Geneva. 
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identifiable, and differences in concepts or methods may affect the 
comparability between countries. Nevertheless, the differences 
among country figures are far less than those found for the female 
activity rates—to be examined below. 


Table 1: Average Male Age-Specific Activity Rates 
in 40 Countries, Rural and Urban, 
by Level of Development 











(Percentages of economically active persons 
in populations of different ages) 











Developed Countries* Less Developed Countries** 
Age Group Urban Rural Urban Rural 
15-19 48.3 66.3 54.3 719. 1 
20-24 82.3 90. 1 84.5 93.6 
25-44 96.0 96.4 95.6 97.6 
45-54 94. 1 93:3 94.1 96.9 
55-64 82.9 87.4 82.4 91.5 
65 and over a0. 3 49.2 51,6 68.5 





*The 13 developed countries are in North America, in Northern, 
Western and Eastern Europe, and Japan. 


**The 27 less-developed countries are in Southern Europe, Asia, 
Africa, and Latin America. 





The work pattern for males emerges quite clearly from the data 
in Table 1. From ages 25 through 44 over 95 percent of the popula- 
tion is active almost everywhere, and the decreases for the 45-54 
age group are minor. In the older age groups above 55 activity rates 
decline more noticeably, with larger decreases in urban areas and in 
the more developed countries. Among the younger age groups below 
25, similarly, lower activity rates are found in the urban areas and 
in the more developed countries; here the urban-rural difference has 
a generally stronger impact than does the level of development, where- 
as among the older age groups the two differences are more nearly the 
same. With this general picture of the male work pattern as a basis 
for comparison, we turn to the more variegated female work patterns. 


Female Labor Force Participation Patterns 





Urban female patterns. An analysis of the pattern and levels of 
the age-specific activity rates by country indicates five main patterns 
for urban areas. The first pattern in Figure I (type 1) represents 
averages of activity rates in Denmark, France, Norway and Sweden 
for each age group. The pattern is characterized by two peaks, the 
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FIGURE I. URBAN FEMALE ACTIVITY RATES 


(Vertical scales represent activity rates ; horizontal scales represent age groups) 
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higher one occurring in the age group 20-24 and the lower one in the 
age group 45-54. The latter appears to reflect a tendency for married 
women to enter the workforce at the end of the child-bearing period 
and when home responsibilities decrease because children reach 
school age. A similar pattern can be observed in Canada, the United 
States, South Korea, Japan and the Philippines. However, in the 
United States the peaks are reversed, i.e., the highest activity rate 
is in the age group 45-54; moreover, the activity rates for the age 
groups 15-19 and 20-24 are considerably lower, while those for all 
age groups over 45 are higher. The lower activity of the younger age 
groups reflects higher school participation levels in the United States, 
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while the higher activity rate for females over 45 years of age appears 
to be due to earlier marriages, earlier completion of child-bearing, 


and more opportunities for employment, particularly part-time work, 
in that country. 


The second pattern (type II) is prevalent in the Latin American 
countries and also occurs in Ceylon and in some Southern European 
countries. It is characterized by a pronounced peak of activity in 
the age group 20-24, with rates decreasing gradually thereafter. 
There is a remarkable similarity in the age participation patterns 
observed in this group of countries. 


The third pattern (type III) is found primarily in the Eastern Euro- 
pean countries. This curve is characterized by increasing participa- 
tion rates until the age group 20-24 (60 percent), thereafter a moderate 
decrease until the age group 45-54 (47 percent) and then a sharp drop 
to about 11 percent for females aged 65 and over. The absence of a 
drastic decrease in the work rate between the age groups 20-24 and 
25-44, as observed in type I, may be explained by the fact that in the 
Eastern European countries married women with children have greater 
access to child-care institutions that operate during working hours, 
thereby enabling the mothers to work. On the other hand, the sharper 
decline of the work rate after the age of 54 may be explained by the 
earlier retirement possibilities in these countries. 


The fourth pattern (type IV), found in Africa and Asia, shows a 
curve characterized by increasing activity rates from the age of 15 
up to the age group 45-54 and thereafter dropping sharply to relatively 
low levels. This pattern is prevalent in such countries as Burma, 
Ghana and Liberia. A similar pattern is found in India and Indonesia, 
but the peak level is attained somewhat earlier. 


The fifth pattern (type V) is typical of the Near East and North 
Africa; the figures shown are averages for Iran, Morocco, Syria and 
Turkey—all Moslem countries. The curve is characterized by gen- 


erally low work rates for all age groups, with no clearly discernible 
peak. 


Participation rates for the various age groups are considerably 
lower in the less developed countries and they vary more widely than 
in the more developed ones. Female activity rates in less developed 
countries seem to be more influenced by social and cultural factors 
and by the methods used in classifying economically active females 
than by the level of economic development of the country. In the more 
developed countries the relationship of worker to employer is a formal, 
impersonal relationship whereas in the less developed ones the female 
usually "works" in a family-owned and family-operated undertaking. 
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Rural female patterns. The range of age-specific activity rates for 
females in rural areas is much greater than that observed in urban 
areas and there does not seem to be as consistent a pattern in the dif- 
ferences attributable to levels of development. A great part of this 
variation is due to differences in national practice with regard to the 
classification of females living in farm households. In the Turkish and 
Bulgarian censuses, for example, almost all such women were classi- 
fied in the category "unpaid family workers,'' whereas relatively few 
women in the farm households were so classified in the censuses of the 
Latin American countries and in other Moslem countries. Such prob- 
lems of under- and over-reporting are typical of the statistics relating 
to rural areas in the less developed countries. Although similar prob- 
lems sometimes exist in the more developed countries, the overall ef- 
fect on the national rates is not very great, since the rural sector is 
relatively small. 

FIGURE Il. RURAL FEMALE ACTIVITY RATES 


In an at- GROUP I: LOW PROPORTION OF FEMALE UNPAID FAMILY WORKERS IN AGRICULTURE 
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depicted in Figure Il. Three major patterns are discernible: the 

first is that of Canada and the United States and resembles urban 
pattern type I, but with lower levels of activity; the second is that of 
Northern Europe and is characterized by high activity levels in the 
younger age groups, a constant decline to the age of 35, stability to 
the age of 54, and decline thereafter; the third, found mainly in the 
Latin American countries, Portugal, and Moslem countries, is charac- 
terized by very low levels of activity at all ages and generally a grad- 
ual decrease with increasing age; a variant of this type shows stability 
of activity rates between the ages of 25 and 54 or so. Two countries 
in group I do not correspond to any of these patterns, namely Mexico 
and Spain; their uniqueness is probably a function of enumeration 
practices. 


In group II where relatively high levels of female farm family 
workers are reported, three types of pattern are discernible (see 
Figure III). In the first the activity rates for the age group 25-44 are 
lower than those for the age groups 20-24 and 45-54 and therefore 
resemble to a certain extent the first pattern in groupI. The second 
pattern is found in Japan and the Eastern European countries. The 
levels of activity are very high for all age groups, and, with the ex- 
ception of the high rate in Japan for the age group 20-24, the pattern 
resembles a bell curve, i.e., the rates for the very young and the old 
are lower while those for the middle span (25-54) are higher. The 
third pattern is represented by countries of Asia and Africa. It is 
similar to the second but is skewed towards the higher age groups, 
i.e., the rates of activity increase at successive age levels generally 
to the age of 50 or so and decline thereafter. This pattern resembles 
pattern type IV for urban females. India deviates slightly in that the 
peak level is attained at an earlier age. Two countries in group I, 
Greece and Turkey, do not appear to fit any of these patterns, be- 
cause of their particular statistical reporting procedures. 


Comparison of urban and rural patterns for females. Generally 
speaking, in most of the countries of Europe other than Eastern Europe 
and in America, Northern and Latin, the age-specific work rates are 
higher in the urban than in the rural areas. In the Northern and 
Western European and North American countries this is due mainly 
to the relatively minor role of the agricultural sector in the economy, 
whereas in Latin America and in Southern Europe it is due mainly to 
the practice of excluding unpaid family workers from the statistics. 
France and Greece are exceptions: in these two countries the rural 
rates are higher than the urban ones, and it is evident that this de- 
viation is influenced by conceptual differences in reporting. 





The Asian, African and Eastern European countries, on the other 
hand, are characterized by higher age-specific participation rates in 
rural than in urban areas. Among the Asian countries there seems 
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FIGURE III. RURAL FEMALE ACTIVITY RATES 
GROUP II : HIGH PROPORTION OF FEMALE UNPAID FAMILY WORKERS IN AGRICULTURE 


(Vertical scales represent activity rates ; horizontal scales represent age groups) 
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to be a typical pattern of differences, even though the variations may 
have been partially distorted by reporting procedures. Unfortunately, 
the scarcity of detailed data on the ages of economically active females 
in the great majority of the Asian countries precludes an analysis of 


95 











differences in age-specific work rates by size of locality, although 
some rough indications may be obtained from the crude activity rates. 
In India, for example, according to the records of the sixth and 
seventh national surveys, the crude activity rates were higher in 
"rural areas'' than in towns with a population below 15,000 and higher 
in the latter than in the large cities (32.3, 20.4, 7.2 percent respec- 
tively). A similar pattern was found in the African region. 


Among the Eastern European countries the relationship between 
the urban and rural levels appears to be influenced by both the method 
used in classifying the female members of farm households and the 
way work is organized in agriculture (cooperatives). 


The differences in levels and patterns of female age-specific ac- 
tivity rates in the Moslem and in the Latin American countries appear 
to be largely influenced by cultural and social factors. In the Moslem 
countries the tendency to discourage women from engaging in economic 
activity seems to be stronger in the urban areas, where it often takes 
place outside the home. In Latin America, on the other hand, the 
negative attitude towards women engaging in economic activity seems 
to be stronger in the rural areas. It may well be that women do in 
fact participate in rural areas to the same degree as in urban areas, 
but their participation is less visible, since it occurs in the non-wage 
sector and in family-operated undertakings. 


[Excerpted from ''Sex-Age Patterns 

of Labor Force Participation by Urban 
and Rural Populations,'' International 
Labor Review. Geneva: ILO, Vol. 98, 
No. 6, December 1968, pp. 525-528 
and 536-550. | 
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Women’s Role in Economic Development 


Ester Boserup 


[In different countries and regions of the developing world women make 
a greater or lesser contribution to the economy, depending in some 
degree on the stages of economic development, but also to a large ex- 
tent on the cultural traditions in particular countries. Increased op- 
portunities for education and training could help to increase women's 
contribution in several aspects of development. | 


PART I: IN AGRICULTURE 





Even at the most primitive stages of development, 
with family autarky, there is some division of labor 
within the family, the main criteria for the division 
being those of age and sex. However, there are wide 
variations; while the members of any given community 
may think that their particular division of labor between 
the sexes is the "natural" one because it has undergone 
little change for generations, other communities may 
have completely different ways of dividing the burden 
of work among the sexes, and they too may find their 
ways just as "natural." 


An important distinction can be made between two 
patterns of subsistence agriculture: one in which food 
production is taken care of by women with little help 
from men, and one where food is produced by the men 
with relatively little help from women. I will call these 
two systems the male and female systems of farming. 


Africa south of the Sahara is the region of female 
farming par excellence. In many African tribes, nearly 
all the tasks connected with food production continue to 
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be left to women. The agricultural system is that of shifting cultiva- 
tion: small pieces of land are cultivated for a few years only, until 
the natural fertility of the soil diminishes. When that happens another 
plot is taken under cultivation. In this type of agriculture it is neces- 
sary to prepare some new plots every year for cultivation by felling 
trees or removing bush or grass cover. Tree felling is nearly always 
done by men, most often by young boys of 15 to 18 years, but to women 
fall all the subsequent operations: the removal and burning of the 
felled trees; the sowing or planting in the ashes; the weeding of the 


crop; the harvesting and carrying in the crop for storing or immediate 
consumption. 


Of course, there are exceptions; in some African communities with 
shifting cultivation, men may hoe the land or take part in the prepara- 
tory hoeing before the crops are planted, but even with such help the 
bulk of the work with the food crops is done by women. In some other 
tribes, most of the field work is done by the men. It appears that 40 
years ago female farming with no male help except for the felling of 
trees predominated in the whole of the Congo region, in large parts 
of Southeast and East Africa and in parts of West Africa. Female 
farming was far more widespread than systems of male farming, and 
it also seems to have been more widespread than systems of predom- 
inantly female farming with some help from males in cultivation; this 
latter type of farming was characteristic of the region immediately 
south of the Sahara. In historic times, tribes with female farming 
systems have been known to change over to male systems, and—less 
frequently —tribes with male farming systems have been known to 
adopt a female system of farming. 


Before the European conquest of Africa, tree felling, hunting and 
warfare were the chief occupations of men in the regions of female 
farming. Gradually, as felling and hunting became less important 
and inter -tribal warfare was prevented by European domination, 
little remained for the men to do. The Europeans, accustomed to the 
male farming systems of their home countries, looked with little 
sympathy on this unfamiliar distribution of the work load between the 
sexes and the concept of the "lazy African men" was firmly fixed in 
the minds of settlers and administrators. European extension agents 
in many parts of Africa tried to induce the underemployed male vil- 
lagers to cultivate commercial crops for export to Europe, and the 
system of colonial taxation by poll tax on the households was used as 
a means to force the Africans to produce cash crops. These were at 
least partly cultivated by the men, and the sex distribution of agri- 
cultural work was thus to some extent modified on the lines encouraged 
by the Europeans. In many other cases, however, European penetra- 
tion in Africa resulted in women enlarging their part in agricultural 
work in the villages, because both colonial officers and white settlers 
recruited unmarried males for work, voluntary or forced, in road 
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building or other heavy construction, in mines and on plantations. As 
a result of all these changes, the present pattern of sex roles in Afri- 
can agriculture has become more diversified. 


Local case studies, although insufficient for drawing up a picture 
for the whole of Africa, give very useful information about the amounts 
of male and female work input in African farming. The first thing to 
note is that in virtually all the studies the number of women in culti- 
vator families taking part in agricultural work was found to be higher 
than that of the men. A variety of circumstances can help to explain 
this: older men can often stop working by leaving it to their usually 
younger wives or to their children, while many old women are widows 
who must fend for themselves. More boys than girls go to school 
and more young men than young women are away from the villages, 
working for wages in towns or plantations or attending schools. Since 
in African villages virtually all the women and many girls, even very 
young ones, take part in the work, the agricultural labor force tends 
to become predominantly female. Secondly, while women in some 
cases work shorter hours than men, much more frequently they work 
longer hours or more days per year in agriculture than do the men. 
Typically, the annual average of work hours per week seems to be 
between 15 and 20 for women, and around 15 for men, but in some 
cases women work much less and in other cases men's work in agri- 
culture is very limited. In some Gambia and Uganda samples, men 
were found to work less than 10 hours 
per week in agriculture. By contrast, 
in some samples from the Congo (Braz- 
zaville), Uganda and Kenya women 
were found to do agricultural work for 
around 25 hours per week. The joint 
result of women's high rate of partici- 
pation in agricultural work and their 
generally longer working hours was 
that, in nearly all the cases recorded, 
they did more than half of the agricul- 
tural work; in some cases they did 
around 70 percent and in one case 
nearly 80 percent of the total. This 
is all the more remarkable since none 
of the districts surveyed are charac - 
terized by exclusively subsistence 
production; all the producers have 
some cash crops in addition to sub- 
sistence crops, and, as already men- 
tioned, men play a more active part Liberian woman bagging 
in the production of cash crops than rice. [ Photo: Food and 
in the production of food crops. 





Agriculture Organization 
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In Latin America we find Indian 
and Negro (Jamaica) communities 
where agricultural work is entirely in 
female hands. In Asia, too, many ex- 
amples of female farming systems are 
known. They are widespread among 
tribal peoples in India, where districts 
are found with women working more 
hours in farming than men. These 
systems are similar to the types of 
shifting agriculture in use among Afri- 
can tribes with female farming. In all 
the countries of Southeast Asia many 
tribal peoples subsist by shifting culti- 
vation with female farming, and here, 
as in India, complaints about "lazy men" 
are heard from Europeans as well as 
from local peoples belonging to com- 
munities with male farming systems. 
Thus, the Vietnamese find that the 
Laotians, with shifting cultivation and 





Ecuadorian woman pre- female farming, are "lazy''farmers, 

paring potato field. and the Indians have a similar opinion 

{ Photo: FAO, F. Botta] of the tribes of Manipur (in Northeast 
India). 


The pattern of female farming is found mainly in regions of shifting 
agriculture where the plough is not used. In the regions of plough 
cultivation, agricultural work is distributed between the two sexes in 
a very different way. The plough is used by men helped by draft ani- 
mals, and only the hand operations—or some of them—are left for 
women to perform. By contrast with the African cases above, the 
samples from regions of plough cultivation in Asia show a predomin- 
antly male family labor force. The land is prepared for sowing by 
men and animals, and this thorough land preparation leaves little need 
for weeding the crop, which is usually the women's task. Women con- 
tribute mainly to harvest work and to the care of domestic animals. 
Sometimes women perform only purely domestic duties, living in 
seclusion within their own homes and appearing in the village street 
only under the protection of the veil, a phenomenon associated with 
plough culture and seemingly unknown in regions of shifting cultivation. 


In regions of plough culture, those women who do participate work 
fewer hours than men in agriculture, while the opposite is usually 
true in African villages. Working hours for these Asian women were 
not generally shorter than those of the African women; the difference 
arises from the fact that Asian men work 25 to 30 hours per week in 
agriculture or even more, while in Africa they work around 15 hours 
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or less per week. There is an additional and important difference af- 
fecting the distribution of work: the plough is used in regions with 
private ownership of land and with a comparatively numerous class of 
landless families in the rural population. Therefore, the farm family 
gets more help from hired laborers than is usual in regions of shifting 
cultivation. The percentage of agricultural work done by hired labor 
varies from 15 percent to over 70 percent in the samples from Asia, 
while very few of the cultivator families in the African samples used 
significant amounts of hired labor. 


Our sample studies give information about the actual input of work 
measured in hours or days, but they are strictly local, covering only 
a few villages or districts. National census data, covering wider 
areas but without information on hours of work, indicate two clearly 
identifiable patterns of labor participation in agriculture. Most 
African and some Southeast Asian countries (Thailand, Cambodia)have 
a high percentage of female participation in agriculture and very few 
agricultural wage laborers; in contrast many Arab and Latin American 
countries have a small female participation, and agricultural wage 
laborers form a large part of the agricultural labor force. The figures 
for India are intermediate, with those for (wheat-growing) areas in the 
north closer to the Near Eastern pattern while those for (rice-growing) 
south India come closer to the situation in Southeast Asia. In general, 
where there is a low female participation in farm work, extensive 
plough cultivation is the rule, and there is little need for female labor 
except in the harvest season. Another general rule, valid for all 
parts of the developing world, is that the female members of the farm 
families benefit most from the availability of landless families working 
for wages. As hired laborers are called in, women of cultivator 
families are released from agricultural work. On the other hand, 
women always seem to bear a large part of the work burden in the 
more egalitarian communities. 


Population pressure and sex roles infarming. Africa is sucha 
thinly populated continent that shifting cultivation can be pursued, 
which requires less input of labor per unit of output than primitive 
systems of permanent cultivation. As long as population densities re- 
main relatively low, labor-intensive systems of land improvement and 
fertilization need not be applied and it is possible to avoid cultivating 
land with a low yield due to soil exhaustion. It is possible, therefore, 
for African villagers to leave most of the farming work to women, 
while the men work very short hours in agriculture. 





Female farming systems disappear most often when farming systems 
with ploughing of permanent fields replace shifting cultivation using 
hoes. This change is usually the result of increasing population 
density which makes it impossible to continue with a system necessi- 
tating long fallow periods when the land must be left uncultivated. When 
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the land has to be used continuously, it becomes worthwhile, and in- 
deed necessary, to undertake a large initial investment—the removal 
of tree stumps and bushes and land levelling—which must precede 
plough cultivation. And the advent of the plough usually entails a 
radical shift in sex roles in agriculure as described above. 


As long as population density remains low enough to allow exten- 
sive plough cultivation without irrigation, there may be little need for 
weeding, and the animals may need to be hand-fed for only a short 
period every year, if at all. In such cases, women may have little 
agricultural work to do. However, this condition does not last if the 
pressure of population increases further and it becomes necessary to 
use still more labor-intensive techniques and to plant very labor -in- 
tensive crops in order to maintain the customary income from a 
smaller area of land. With irrigation, weeding may become a heavy 
burden for the women, and so may tue transplanting of paddy. But men 
also get more work to do under irrigated farming than under plough 
cultivation of dry crops, for the 
digging of irrigation ditches inthe 
fields, the lifting of water from 
wells and canals, and the repair 
of terraces and bunds are usually 
men's work, Examples of a high 
degree of work participation by 
women in densely populated areas 
are found in Egypt and in China. 
In the latter, where mostly male 
farming predominates, women 
do a large part of the work in the 
very densely populated regions 
Young women planting rice seed- where agriculture is based upon 


lings, Ceylon. [ Photo: Inter- the double cropping of rice. 
national Labour Office (ILO)] 





To sum up, the sex roles in farming can be briefly described as 
follows: in very sparsely populated regions where shifting cultivation 
is used, men do little farm work, the women doing most. In somewhat 
more densely populated regions, where the agricultural system is that 
of extensive plough cultivation, women do little farm work and men do 
much more. Finally, in regions of intensive cultivation of irrigated 
land, both men and women must put hard work into agriculture in 
order to earn enough to support a family on a small piece of land. In 
the last few decades population in developing countries has been in- 
creasing at unprecedented rates. Unavoidably, this change must af- 
fect the balance of work between the sexes, and it must often be neces- 
sary for one of the sexes to take over some tasks which were normally 
done by the other sex. Agricultural change is being held back, accord- 
ing to some observers, because men—or women—refuse to do more 
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work than is customary, or to do work which according to prevailing 
custom should be done by persons of the other sex. 


The Economics of Polygamy 








In African farming, a man can get more food if he has more land 
and more wives to cultivate it. But why is it that the more wives he 
has got, the more land he can command? Over much of the continent, 
tribal rules of land tenure are still in force; individual members of a 
tribe which commands a certain territory have a right to take land 
under cultivation for food production, and in many cases also for the 
cultivation of cash crops. Under this tenure system, an additional 


wife is an additional economic asset which helps the family to expand 
its production. 


In regions of shifting cultivation where women do most of the work 
of growing food crops, an elderly cultivator with several wives is 
likely to have a number of sons who can fell trees and prepare new 
plots. By the combined efforts of young sons and young wives he may 
gradually expand his cultivation and become more and more prosperous, 
while a man with a single wife has less help in cultivation and is likely 
to have little or no help for felling. For instance, in the Bwamba 
region of Uganda, in East Africa, it appeared from a sample study 
that men with one wife cultivated an average of 1.67 acres of land, 
while men with two wives cultivated 2.94 acres. Little's classical 
study of the Mende in Sierra Leone concluded that "'a plurality of wives 
is an agricultural asset, since a large number of women makes it un- 
necessary to employ much wage labor." At the time of Little's study, 
it was accepted in the more rural areas that nobody could run a proper 
farm unless he had at least four wives. Little found an average of 2.3 
wives per married man in a sample of 842 households. 


Little's study is over 30 years old, and the incidence of polygamy 
has declined since then. But, although households with large numbers 
of wives seem to have more or less disappeared in most of Africa, 
polygamy is still extremely widespread and is considered an economic 
advantage in many rural areas. Undoubtedly, future changes in 
marriage patterns in rural Africa will be closely linked to future 
changes in farming systems which may lessen (or enhance) the eco- 
nomic incentive for polygamic marriages. Of course, motives other 
than purely economic considerations are behind a man's decision to 
acquire an additional wife. The desire for numerous progeny is no 
doubt often the main incentive. Where both the desire for children 
and the economic considerations are at work, the incentives for 
polygamy are likely to be so powerful that religious or legal prohibition 
avails little. In a family system where wives are supposed both to pro- 
vide food for the family —or a large part of it—and to perform the 
usual domestic duties for the husband, a wife will welcome one or more 
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co-wives to share with them the burden of daily work. Educated 
girls in Africa who support the cause of monogamous marriage as 
part of a modern outlook are unable to rally the majority of women 
behind them. Thus, in the Ivory Coast, an opinion study indicated 
that 85 percent of the women preferred to live in polygamous rather 
than monogamous marriage. 


Polygamy offers fewer incentives in those parts of the world where, 
because they are more densely populated than Africa, the system of 
shifting cultivation has been replaced by the permanent cultivation of 
fields ploughed before sowing. In farming systems where men do 
most of the agricultural work, a second wife can be an economic 
burden rather than an asset. In such regions, polygamy is either non- 
existent or is a luxury in which only a small minority of rich farmers 
can indulge. The proportion of polygamic marriages is reported to 
be below 4 percent in Egypt, 2 percent in Algeria, 3 percent in Pakis- 
tan and Indonesia. There is a striking contrast between this low in- 
cidence of polygamy and the fact that in many parts of Africa south 
of the Sahara one third to one fourth of all married men have more 
than one wife. 


In regions where women do most of the agricultural work it is the 
bridegroom who must pay bridewealth, but where women are less 
actively engaged in agriculture marriage payments come usually from 
the girl's family. In South and East Asia the connection between the 
work of women and the direction of marriage payments is close and 
unmistakable. For instance, in Burma, Malaya and Laos women seem 
to do most of the agricultural work and bride prices are customary. 
The same is true of Indian tribal people, and of low-caste peoples 
whose women work. By contrast, in the Hindu communities, and also 
in acreas of Arab and Chinese culture, women are less active in agri- 
culture, and instead of a bride price being paid by the bridegroom a 
dowry has to be paid by the bride's family. A dowry paid by the girl's 
family is a means of securing for her a good position in her husband's 
family. In communities where girls live in seclusion, and a large 
dowry must be paid when they marry, parents naturally come to dread 
the burden of having daughters. 


Of course, this distinction between two major types of community 
is a simplification, like any other global generalization about social 
and economic matters. Many rural communities are already in transi- 
tion from one type of technical and cultural system to another, and in 
this process of change some elements in a culture lag behind others 
to a varying degree, For example, some communities may continue 
to have a fairly high incidence of polygamy or continue to follow the 
custom of paying bride price long after the economic incentive for 
such customs has disappeared as agricultural techniques changed. 
Also, the economic incentive for polygamy may not disappear if the 
women substitute for farming another economic activity such as trade. 
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Training 


There are a few agricultural courses for women offered in some 
African countries, but none apparently in other continents. Thisisa 
striking omission considering the prominent role women play in the 
agricultural labor force of many developing countries. Sometimes 
men come out in direct opposition to the training of women in agricul- 
ture. A report on the agricultural training of women in the Central 
African Republic mentions that "the men, particularly the young ones, 
seem to fear that training of women would be synonymous with eman- 
cipation of women and lead either to immorality or to a too great 
independence of the family authority.'' Community development pro- 
grams and extension services vary widely in different countries in 
their emphasis or lack of emphasis on agricultural training for women. 
The Indian community development program for women, for example, 
is designed to obtain their participation in social service activities, 
but so far the problem of their agricultural training does not seem to 
have been considered. In many African countries, on the other hand, 
this problem is under discussion, and in some cases community de- 
velopment organizations or extension services are already teaching 
improved agricultural methods to women. The primary motive for 
upgrading the work of rural women—in agriculture or in non-agricul- 
tural occupations —is of course to obtain their immediate help in in- 
creasing production in the rural areas, but also to make sure that an 
improvement in men's productivity and earning power in agriculture 
is not offset, to an appreciable extent, by a decline in women's work 
participation and earning power. 


PART II: IN URBAN AREAS 





Many towns in developing countries are of fairly recent origin. Sex 
proportions in such towns continue to reflect the principles of selection 


‘which the Europeans used in their recruitment of indigenous labor. 


Extreme examples of ''male towns" are found in South Africa and 
Rhodesia, where mining companies recruited men, supplied quarters 
to single men only, and paid wages which were insufficient to support 
a family. Moreover, access to the towns was often legally barred for 
women without a special permit which was difficult to obtain. (On the 
other hand, in the Copper Belt in Zambia, the mining companies pro- 
vided family quarters and plots of five acres where a miner's wife 
could grow food for the family.) Some administrative centers have 
nearly as large a surplus of men as the mining centers. Before inde- 
pendence, Nairobi had five men to each woman in the African areas, 
and other towns in Kenya and Uganda had more than two men to each 
woman. Likewise, Kinshasa in the Congo had twice as many men as 
women. Although the surplus of men is gradually becoming smaller 
in ''male'' African towns, it will be a long time before normal sex pro- 
portions are established in the adult population. 
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"Male towns'' are also to be found in Asia. The big Indian cities 
have 25 percent more men than women. By contrast, Latin American 
towns usually have a surplus of women, and in the rural areas there 
is, correspondingly, a surplus of men. This, of course, is a result 
of a predominantly female flow of rural-urban migration. 


Many towns of ancient origin with a balanced sex pattern may never- 
theless be described as ''male towns'"' in another sense; the economic 
life of the town and all outdoor activities are taken care of by men, 
while women live in seclusion within the family dwelling. With women 
confined to the homes, the streets, market places, shops, factories, 
offices, restaurants and cinemas become a male world with an enor- 
mous surplus of men over women. In villages in North African and 
Asian countries, few women stay indoors, even if they do no field 
work, for they have their daily chores, such as the fetching of water 
and fuel for the household. But in towns in Arab countries, India and 
Pakistan, many women leave even the daily shopping to their men 
(unless they can afford to keep servants) and hardly ever appear out- 
side the house. It is true that the surplus of men in the streets, 
cinemas, etc., is declining gradually with the advent of new, less 
timid generations of girls, but even in this type of 'male towns" it will 
be a long time before more balanced sex proportions are established 
in outdoor life. 


In sharp contrast to 'male towns" of the two types described above, 
there is a third type of town in which streets and market places are 
dominated by women, since most of the retail market trade is in fe- 
male hands, while the whole of the modern sector, modern shops, 
industries and offices, is almost exclusively taken care of by men. 


This type is characteristic of Africa, but it also exists in other parts 
of the world. 


Market Trade 





In no other field do ideas about the proper role of women contrast 
more vividly than in market trade. To most Hindus and Arabs, the 
idea of female participation in trade is an abomination. Hindu and 
Arab women are not only absent from the sellers in the markets, they 
are in a minority even among the customers, since men do the shop- 
ping. Among Africans and most people in Southeast Asia, on the other 
hand, a very large share of market trading, selling as well as buying, 
is left entirely to women. Women account for a half or more of the 
labor force in trade in many African countries, and for less than | per- 
cent in most Arab countries. By contrast, the trading women of West 
Africa are famous; in Ghana, women account for 80 percent of the 
labor force in trade, and they handle both village and urban trade. 
Likewise in the Yoruba region of West Nigeria, market trade is dom- 
inated by women, and in Eastern Nigeria, women account for about 
half the labor force in trade. 
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Below: Female market, Ghana. 


[ Photo: FAO, A. Defever] 





Above: Male market, Pakistan. 
[ Photo: FAO] 





South and East Asia have regions with female traders and regions 
with male traders. Women account for around half the trading labor 
force in Burma, Thailand, Cambodia, Laos, the Philippines and 
Vietnam. The contrasting picture is found in areas inhabited by a 
Chinese population, such as Singapore, Taiwan and Hong Kong, where 
women account for no more than 10 to 15 percent of the labor force in 
trade. The small role women play in trade in the latter countries is 
consistent with the traditional pattern of trade in China; before the 
communist revolution, only 7 percent of the Chinese labor force in 
trade were women. In India, too, trade is in male hands, as already 
mentioned, but there are significant differences between North India 
and Pakistan, where women account for only 6 and 2 percent, respec- 
tively, of the labor force in trade, and South India with 17 percent. 

In Indonesia, the dividing line is between West and East; in Sumatra, 
women account for 15 percent of the labor force in trade, and in East 
Java 44 percent. Thus, in Southeast Asia we seem to have a basically 
female trade pattern but, owing perhaps to Arab and Chinese influences, 


‘there is a belt of male trade running from Pakistan and North India 


through Malaya to Sumatra. Within this belt, only one tenth of the 
traders are women, as against one half outside this belt. 


In Latin America, different cultural patterns are reflected in op- 
posing attitudes to female participation in trade. In some countries 
with a predominantly Indian population, more women than men are in 
trade, while women account for less than 10 percent of the labor 
force in trade in countries on the Atlantic coast where Arab influence, 
transmitted through the Spanish upper class, has penetrated more 
deeply. 


It is noteworthy that those regions where women dominate the food 
trade of rural and urban markets are usually the regions which are 
characterized by female farming traditions. Where women are actively 











engaged in producing the crops, and particularly when they are farmers 
on their own account, they also take the crops to the market where 

they may also sell articles which they have not produced themselves. 
Conversely, in the regions where we find market trade dominated by 
men, we also find that men do most of the agricultural work. In 

some Indian communities in Latin America women cultivate and men 
trade, but this division of labor is exceptional. 


Men usually despise occupations manned predominantly by women, 
be it agriculture or trade, and they will normally hesitate to take part 
in such work. This helps to explain why we so often find the peculiar 
pattern of trade being handled partly by local women and partly by 
male immigrants. This combination is quite frequent in West Africa, 
where much of the wholesale trade and some of the retail trade is in 
the hands of Lebanese men, while local women do the rest. We see 
it in East Africa, where Indian or Arab immigrants and local women 
combine; and in Southeast Asia with Burmese women and Indian men; 
Thai, Philippine and Vietnamese women and Chinese men, etc. 


According to a study of a town in Ghana, 70 percent of adult women 
are engaged in trading activities. When such a large majority of 
adult urban women are active traders, the average turnover must be 
very small indeed. But women spend a lot of time on this trade. Out 
of 78 women who were interviewed, 70 went to the market at least 
five times a week, 40 women said that they would spend six to eight 
hours in the market, the rest said more. If these facts are not over- 
stated, the women had little time left for cultivation; nevertheless, 
half of them claimed that they were cultivating. These were women 
who had to support themselves, and partly support their children, 
from their trading and farming profits. Their activities are more 
understandable if it is remembered that these women, most of them 
illiterate, have few alternative opportunities for earning. Moreover, 
for many women the daily visits to the market, where they spend much 


of the time chatting with neighbors while waiting for customers, is an 
agreeable pastime. 


Yoruba women in Nigeria have turned more and more to trading in 
imported goods, and some Ghana women are said to have credits of 
thousands of pounds sterling with overseas firms and to act as inter- 
mediaries to women retailers. Likewise, in Southeast Asia, for in- 
stance in the Philippines, large profits are earned by some women 
traders. West African women traders use a variety of devices to keep 
prices uniform or to limit the number of competitors in a given market, 
but it seems that they rarely succeed. In parts of independent Africa, 
women traders are actively trying to oust immigrant traders. Market 
women may create organizations for a more or less effective defense 
of their interests against outsiders, but they are unable to prevent 
keen competition and underbidding within their own ranks, and, there- 
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fore, they cannot compensate for a small turnover by a high profit per 
transaction. Hence, female market trade can compete quite success- 
fully in many developing countries with more modern types of trade, 
such as department stores and supermarkets. 


In the modern trade sector in Asia and Africa, most shop assist- 
ants are men, even in countries where market women dominate the 
traditional trade sector. The only developing country outside the 
Western Hemisphere with a high proportion of women among trade 
employees is the Philippines with 40 percent as against 55 percent 
women among own-account traders. In Latin America, the typical 
sex distribution in the trade sector is exactly the opposite; in nearly 
all countries, the proportion of shop girls employed in trade is higher 
than the proportion of women among own-account traders. In Latin 
America, therefore, the modernization of the trade sector, which 
substitutes shops with shop assistants for the traditional small-scale 
market trade, has the effect of strengthening the female element in the 
labor force in trade, while a similar development in other parts of the 
world results in an increasing 'masculinization" of the trade sector. 


The proportion of women among trade employees is in fact high in 
all industrialized countries; in nine industrialized countries, ranging 
from Japan to New Zealand to Western Europe and North America, 
the proportion of women among trade employees is between 35 and 55 
percent. But when countries from all regions are arranged according 
to the stage of economic development, there appears to be little cor- 
relation between the proportion of women employees in the trade 
sector and the degree of development. Thus, cultural traditions, in- 
cluding the role of women in the traditional sector of market trade, 
seem to be a more important factor in determining the place of women 


in the modern trade sector than is the stage of general "modernization" 
achieved by the country. 


Female Services 








It is not unusual, in countries where food trade is a female occupa- 
tion, for some of the market women to prepare meals ready for con- 
sumption on the spot. Most market places in developing countries are 
also open-air restaurants where owners of stalls and peddlers sell 
ready-cooked food. In towns with a large surplus of single men, many 
take their meals in the market or in small restaurants where women 
cook and sell food. In those parts of Africa where it is a customary 
duty for village women to brew beer for ceremonial occasions, women 
living in urban areas often take to commercial brewing, their homes 
becoming popular meeting places for the men. 


In towns with a large surplus of single men, there is heavy demand 
not only for restaurant services, but also for the services of prostitutes, 
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and for female company in the shape of bar personnel, dancers, 
singers, etc. The large demand for prostitutes is not limited to the 
towns with a big male surplus. A similar situation is found where 
many men marry late, or even remain unmarried, because many men 
who can afford to marry have more than one wife. Finally, in the 
type of town where seclusion keeps ordinary women away from the 
streets, and indeed from male company except that of the closest 
relatives, prostitutes and semi-prostitutes are in demand as feminine 
companions in dancing establishments and bars. 


In some African tribes with self-supporting women, no social stig- 
ma is attached to prostitution and semi-prostitution. But African men 
from patrilinear tribes often fear that their wives may take to prosti- 
tution, repay their bride price with the money thus earned, and then 
leave them. Therefore, the men may choose to leave their wives be- 
hind in the village or to keep them away from jobs which may offer 
opportunities for prostitution. In so doing they continue the endeavors 
of European missionaries and administrators in the colonial period to 
keep down the number of urban women, and their employment, as a 
means of limiting the scope for prostitution. Since independence, 
many of these restrictions on women's movements and employment 
have been lifted. But the fear of female prostitution continues to be 
an important factor in the attitude to female employment in Africa, 
as in other parts of the world. In East Africa, there seems to be a 
tendency to regard as "'sexually loose" all well-dressed urban women 
who work outside the home, and this prejudice seems to lower the 
esteem in which the highly educated girls who work in professions and 
as secretaries are held. This kind of prejudice continues to be a 


major deterrent to job seeking by middle class girls in India and Pak- 
istan as well as in Arab countries. 





In developing countries, wide variations are found in the proportion 
of women working as domestic servants. In most of Latin America, 
the whole group of domestic servants and employees in service estab- 
lishments seems to be as large as or larger than in industrialized 
countries and here, too, all these activities are predominantly "women's 
work.'' But in most other developing countries the service sector is 
much smaller, and in many Arab, African and Asian countries these 
jobs are held mostly by men. In general the whole domestic service 
sector grows with economic development and, at the same time, tends 
to become more exclusively "feminine." 


Industry 


In primitive communities, women usually devote a fairly large part 
of their time to the production of a variety of goods for household use, 
such as containers for food, cooking utensils, mats and carpets, and 
to making clothing for the family. Ata later stage, certain of the 
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goods used in daily life begin to be exchanged between people within 
a village or with people in neighboring villages. Some men as well 
as women begin to produce for 
sale some of the goods hitherto 
made for family consumption 
only. With further economic 
development and improvements 
in transport, markets for pro- 
fessionally made artisan pro- 
ducts may widen, and some 
villages where such things are 
made for sale may grow into 
small towns. If such a center 

of home industries specializes 

in products which are tradition- 
ally produced by women, we may 
find a very high female partici- 
pation in them. 





Javanese batik cloth prepara- 

In many developing countries tion, Indonesia. [ Photo: ILO] 
today women form a large part 
of the home industries' labor force, and not only in those countries of 
Africa, Southeast Asia and Latin America where women are active in 
market trading but also in some countries where women take little or 
no part in trade, such as Morocco andIran. In these countries, with 
their tradition of female seclusion, women comprise one fourth and 
one third respectively of own-account work and family aids in indus- 
trial occupations. This is because women who live in seclusion have 
no way of earning money except by 
working in home industries. Because 
they have no choice they tend to accept 
very low rates of pay from these indus - 
tries which can therefore compete 
successfully with larger industries 
based upon relatively expensive male 
labor. In the countries of the Middle 
East we find some women even employ- 
ing hired labor; in Iran they account 
for 10 percent of all industrial em- 
ployers, mainly in the carpet industry. 








In India, seven million men and five 
million women are engaged in home in- 
dustries. Indian artisans belong to low 
castes where it is normal for women to 
work. As in the batik industry in Java, 
Arab women doing tradi - many Indian home industries employ 
tional embrodiery. women who do part-time work, which 
[ Photo: United Nations] they often take home. Some tribal 
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areas of India have completely female home industries; the women 

of Manipur, for example, account for 84 percent of the labor force in 
home industries. Likewise, in some Latin American countries on the 
coast of the Pacific, we find as many women as men among the own- 
account workers and family aids in industrial jobs. 


When a manufacturing industry is gradually being built up in com- 
petition with existing home industries manned by family labor, much 
of this labor is likely to change over to wage employment in the larger 
industries, be it successful enterprises in the home industries which 
expand and move to special premises, or a foreign or domestic 
large-scale industry which is recruiting labor. The question is how 
this process of change will affect the large female labor force in the 
family industries. The pattern emerging from the available data is 
remarkably uniform. All the countries represented have a lower per- 
centage of women among hired workers than among own-account 
workers and family aids in industrial occupations. In nearly all de- 
veloping countries women in industrial occupations account for less 
than one fifth of the employees, while they often account for one third 
to a half of own-account workers and family aids. This strongly sug- 
gests that when larger industries gradually drive the home industries 
out of business, women lose their jobs, because the type of products 
they were making are replaced by products factory-made by a labor 
force composed of many more men than women. 


Why is it that we find so few women among the industrial workers, 
when there are so many among the independent producers and family 
aids in home industries? We must look for the explanation both on the 
supply and the demand sides of the market. For various reasons, 
most employers prefer male labor, and the women themselves (and 
their relatives) prefer work in home industries rather than work for 
wages in larger enterprises. 


It is often suggested that rules about obligatory benefits for women 
workers contribute to the preferential recruitment of male labor to 
large-scale industries, which cannot violate the rules so easily as the 
smaller ones, If women get special benefits, such as the right to 
maternity-leave, creches for their children, the right of exemption 
from night work and underground work in mines, etc., the result may 
indeed be to make it more profitable to employ men than women 
workers. One of these benefits, the prohibition of women's work on 
night shifts, seems to be a serious impediment to the employment of 
women in large-scale industries. A report by the International 
Labour Office (ILO) concerning the employment of women in Africa 
posed the question whether it was the need to pay for maternity-leave, 
or the very fact that the women workers were often absent for child- 
birth, that made employers hesitate to recruit women workers. It 
must be remembered that childbirth is a much more frequent event 
among women workers in Africa than in Europe and North America. 
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Below: Bamboo mat weaving, 
Indonesia. [ Photo: FAO, 
S. Bunnag] 





Above: Fish factory, Chile. 
[ Photo: FAO, S. Larrain] 


Often the women themselves tend to prefer to work in home indus - 
tries or in service trades rather than in wage employment in large - 
scale industry. The more flexible working hours in home industries 
are a great advantage for married women, and particularly for women 
with small children. Whether the work takes place in the woman's 
own home or in that of a neighbor, it is possible to keep an eye on the 
children during work. Moreover, it is usually possible to come and 
go fairly freely and to interrupt the work when domestic duties require 
attention. And it is possible to obtain part-time employment in home 
industries but impossible or difficult in larger industries with a more 
rigorous rhythm of work. In addition, employment in home industry 
is preferred in many developing countries because it does not entail 
contact with or supervision by persons outside the woman's own 
family. These advantages are frequently mentioned not only in Arab 
countries and in India but also in Latin America and African countries. 
It seems that factory work by women is frowned upon in some degree 
in all parts of the underdeveloped world. 


Urban Jobs for Women? 





Low rates of work participation for women tend to depress urban 
family incomes in many developing countries. This problem is felt 
most acutely among immigrants to towns in countries where women 
contribute most to family incomes in the rural setting by their partici- 
pation in agricultural production and by their domestic activities. 
Some economists from developing countries have pointed to the need 
for higher urban work participation rates for women, from the point 
of view of both economic and social development. But the opposite 
view is far more widespread: it is argued that the advantage to some 
families by more employment of women would be offset by a corres- 
ponding loss for other families whose breadwinner would lose his job 
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if more women were given employment. This view has been propounded 
with great energy at all international conferences dealing with women's 
work. A delegate to the ILO Conference of 1964, for example, stated: 
"T firmly believe that it is a serious error of judgment for developing 
countries to ascribe high action priority to plans for encouraging 
women to enter the market, especially women with family responsi- 
bilities, when those same countries do not have or cannot create suf- 
ficient jobs for their male populations." 


The protests against competition from women in the labor markets 
of developing countries are directed against their competition for 
ordinary unskilled jobs in industry and against the admission of edu- 
cated women to office jobs. These are urban types of jobs; only 
rarely is women's agricultural work mentioned in this context. In the 
rural areas, on the other hand, the complaint is that educated women 
are unwilling to accept jobs as teachers, nurses, social workers, 
etc., either because of their family attachments in town or because 
of a general desire to live in towns. 


If some men were unable to get jobs in urban areas because more 
women were filling them, then the men should if possible be given 
employment in rural areas where the demand for labor is supposed to 
be more flexible than in the towns where the unemployed were living. 
In many countries increased output (and work) in agriculture is a 
necessity for overall economic growth. However, a higher rate of 
employment for urban women may be an advantage for the economy as 
a whole, even in cases where it gives rise, not to additional employ - 
ment in the village, but to agricultural work-sharing without any posi- 
tive effect on output. The reason for this is the pronounced difference 
in nearly all developing countries in the ways in which rural and urban 
infrastructure investment is brought about. In most villages, people 
provide the infrastructure they need, or most of it, by their own ef- 
forts, without burdening public investment budgets. Villagers in 
developing countries usually build their own houses of local materials, 
supply themselves with water, light and fuel, arrange their own local 
transport by carrying headloads or use donkeys or carts. In towns, 
by contrast, public investment budgets are burdened by investment 
costs to provide migrant families with dwellings, light, water, sani- 
tation, schools, hospitals, etc. Thus, a policy which restrains the 
townward movement of people can help to reduce the burden of invest- 
ment in infrastructure and allows scarce capital to go more extensively 
into productive facilities. 


One method of economizing on urban infrastructure, widely used in 
colonial days, was to recruit only the men and prevent their families 
from joining them. The men could then be housed cheaply in dormi- 
tories, and the investment needed to accommodate this manpower kept 
to a minimum. Another way to save on urban infrastructure was fol- 









































lowed in the Soviet Union: entry into towns was rigorously restricted 
and urban dwelling space was strictly rationed; but women, instead 
of being kept away from the towns, were drawn into employment 
whenever possible. In this way, the necessary infrastructure invest- 
ment per earner was kept to the minimum, and it was not necessary 
to split up families. 





The desire to save investment in urban infrastructure is one of the 
arguments invoked for setting up industries in villages. But such 
village industries are often unsuccessful precisely because of the lack 
of infrastructure in rural areas. It is worth stressing, therefore, 
that industries can also be set up in towns with less need for additional 
urban infrastructure, provided that these industries recruit their labor 
force among urban women who would otherwise be confined to domestic 
duties. A town which utilizes to the full the work capacity of both its 
male and female inhabitants by giving priority in employment to people 
already living in the town, may gain on two counts: by a lower re- 
quirement of investment in infrastructure per person employed, and 
by higher tax proceeds and personal savings than would be forthcoming 
if the urban families had fewer earners per family. It is fairly obvious 
that the ability to save is greater for one family with two earners than 
for two families of the same size and with only one breadwinner in 
each. An employment policy which induces women to accept employ- 
ment instead of staying at home is also likely to restrict somewhat 
the growth of urban areas by holding down the urban birth rate. 


The stage of one-sided emphasis on urban development has now 
passed, and governments in most developing countries are considering 
how they can best exploit the potential for agricultural expansion. One 
important condition for the rapid growth of agricultural production and 
rural incomes is that the most able of the young villagers, especially 
the literates, must be discouraged from migrating to town and instead 
must become the spearhead of progress in the village. It is in har- 
mony with this approach to encourage women in the towns to seek 
gainful employment, which, in addition to benefits noted above, would 
help slow the rural-urban migration by limiting the job prospects for 
newcomers from the countryside. 


PART III: THE EDUCATED WOMAN 





"Higher" education, however defined, is enjoyed by only a tiny 
minority of women in developing countries. Obviously, the total num- 
ber of students receiving advanced education and training is closely 
related to the general level of development. But within this group the 
proportion of girl students varies with cultural factors. 


In Latin American countries the total number of students varies 
according to the degree of economic development; yet there is virtually 
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no difference in the sex proportions among students in the 15-19 years 
age group, because Latin American parents who can afford to educate 
their children beyond the age of fourteen do so both for their boys and 
their girls, so that girls account for very nearly half the student pop- 
ulation in those age groups in most countries, Only at the University 
level, i.e., in the age group 20-24, do the boys outnumber the girls, 
but even at this level the difference is slight in some of the Latin 
American countries. 


Among Asian countries, on the other hand, only in Hong Kong and 
the Philippines does the girl student population compare with the 40 
percent plus levels of Latin American countries. In Chinese-speaking 
areas (other than Hong Kong) there are two to three boy students for 
each girl, and this is true even of Singapore, a city with a high in- 
come level by Asian standards. It would seem that the traditional 
Chinese hostility towards female education is dying only slowly and 
this seems to hold good for the overseas Chinese as well as for 
Mainland China. This traditional hostility is reflected to a still 
greater extent in the sex proportion among students in India and in 
the Arab countries, where there are four boys to each girl in the age 
group 15 to 19, and up to ten boys to one girl in the age group 20 to 
24. In most of Africa higher education for girls is quite a recent 
phenomenon, and the percentage of girl students is relatively low. 


Most boy students who have received higher education find jobs in 
administration or in the professions. But the proportion of women 
among administrative personnel is always very much lower than the 
proportion of women among students. In countries with relatively 
few girl students, women account for less than 3 percent of the admin- 
istrative personnel, and in countries where the number of boy and 
girl students is about equal, little more than 10 percent of the admin- 
istrative personnel are women. In effect, administrative work is a 
male monopoly in developing countries, just as it is in nearly all in- 
dustrialized countries. 


Turning to the professions, we find a completely different pattern. 
In developing countries the percentages of women in the professions 
and among the students are similar. Far from being a male monopoly, 
the professions would seem to be open, without discrimination, to 
both sexes and to be equally attractive to educated women and educated 
men. This seems to be true of African, Arab, Asian and American 
countries, despite the wide differences in attitudes to women's roles, 
We get the clue to this striking fact when we consider the particular 
type of work professional women are doing. In most countries, two 
thirds or more of all women in the professions are teachers, anda 
large proportion of the remaining one third are nurses or perform 
other medical services. It is agreed the world over that women have 
a major role to play in teaching; opinions differ only as to whom they 
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Costa Rica. 
FAO, G. Sojo A. | 


School teacher, 


[ Photo: 


should teach—girls only, or 
small children only? No such 
agreement exists concerning 
women's role in nursing. In 
Africa, nursing ranks together 
with teaching as the most suit- 
able occupation for respectable 
girls, and the profession of 
nursing is rapidly changing over 
from male to female, but in 
many parts of Asia parents 
object to their daughters be- 
coming nurses. 


Even in countries with a tra- 
dition of seclusion for women 
and with few girls among the 
students there is a demand for 


professional women, simply because custom requires that if a girl is 
to be educated she should be educated by female teachers, in special 


schools for girls. 


Similarly, it is thought that decency requires 


women to be taken care of by female health personnel, female social 


workers, etc. 
does not violate the rules of seclu- 
sion, but indeed is a necessary 
result of those rules. Such modern 
facilities as schools and hospitals 
can be introduced without danger 

to the system of seclusion only on 
condition that a staff of professional 
women is available so that contacts 
between men and women belonging 
to different families may be avoided. 
Under this system, the rate of ex- 
pansion of the education of girls is 
tied to the increase in the supply of 
female teachers, and the increase 
in the number of educated women 

is likely to bring with it an exten- 
sion of the educational system for 
girls, since few other careers are 
open to women with a higher educa- 
tion. 


Clerical Jobs 





In other words, the demand for professional women 





Borneo. 


Trained midwife, 
[ Photo: United Nations] 


In industrialized countries, many girls who have been educated be- 


yond the age of 14 take up clerical jobs. 
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tries, women account for 60 to 70 percent of the clerical labor force. 
Many of these women retire to domestic life after a few years, and 
this, together with the prejudice against the employment of women in 
administrative occupations, provides such good promotion prospects 
for the few young men who do enter the clerical sector, that it does 
not become completely "feminized." In developing countries, however, 
we never find women in the majority in clerical occupations. Latin 
America comes closest to the predominating pattern in industrialized 
countries, with one woman to two or three men, while most countries 
outside the Americas have at least ten men to me girl in clerical 
occupations. 


Many Latin American countries have reached higher levels of eco- 
nomic development than most developing countries in Asia and Africa, 
and the wide regional differences in sex distribution within the cleri- 
cal group partly reflect these differences in the degree of development. 
Nevertheless, some poor Latin American countries have a higher 
proportion of women in clerical occupations than some of the richer 
ones. Likewise, in Asia and 
Africa, we find a high proportion 
of women clerks in some coun- 
tries at relatively low stages of 
development. It seems likely that 
American influence and presence 
in the Far East has helped to open 
office doors to women and make 
office employment acceptable to 
them in the Philippines, Thailand 
and Taiwan, and also in Liberia. 
The Europeans, with predomin- 
antly female clerical staffs in 
their home country, stick to local 





Trainees learn teleprinter traditional sex patterns in office 
operations, Kuala Lumpur, recruitment overseas. It was 
Malaysia. [ Photo: United only after independence that the 
Nations | first few African girls began to 


appear in African offices. 
Dei nover 
Prospect 


It has been shown above that, whether the developing countries are 
at an earlier or later stage of development, this makes little differ - 
ence to the proportion of educated women in the professions. It has 
also been shown that very few women get administrative jobs, and 
that in most developing countries in Asia and Africa few women are 
found in clerical occupations either. Must we conclude from this that 
the spread of higher education among girls simply means that an ever 
ppt x number of women receive higher education just in order to live 
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as highly educated housewives and mothers? Or will there eventually 
be an overflow of educated girls into office employment, even in those 
countries where clerical occupations were hitherto a male preserve? 


This is not an easy question to answer. We shall first consider the 
newly independent countries in Africa south of the Sahara. The desire 
for rapid Africanization of white collar jobs held by Europeans, com- 
bined with the acute shortage of highly educated and trained persons 
of both sexes, gives educated African women a unique opportunity to 
enter occupations previously almost entirely male monopolies. But 
nursing and teaching seem to be the most cherished occupations for 
educated girls in Africa. As long as the attractive nursing and 
teaching jobs are easily obtained by a girl with the required training, 
there will be little pressure to give the girls access to clerical jobs. 
Moreover, the number of sufficiently educated men aspiring to cleri- 
cal jobs tends to be in excess of the number of clerical jobs available. 
So it will probably take some time for the clerical profession in Africa 
to become "feminized" to any large extent. 


In the Arab countries we find a similar surplus of men for office 
employment. Indeed, this excess of labor for clerical occupations 
seems inevitable when the number of children enjoying general school 
education is increasing by leaps and bounds. As long as only a minority 
are literate, it is taken for granted that a literate person is entitled 
to a white collar job. It is not surprising that this attitude tends to 
survive long after the majority has become literate. In the meantime, 
literate and educated young men will resent any encroachment by 
women on white collar employment. Thus, the idea of female educa- 
tion and employment in white collar jobs meets with much resistance, 
and education continues to be disadvantageous in the marriage market. 
The departure of French girls has left a vacuum in North African 
labor markets which provides an incentive for Moslem girls to break 
with traditions. Nevertheless, the supply of office girls is lagging 


behind demand and the main change in North Africa is the replacement 
of French women by Arab men. 


In other parts of the world the situation is different. Forty years 
ago Egypt was as short of educated women as is now the case in 
Morocco and Kenya. Around 1930 there was such a shortage of female 
teachers that measures were taken to increase their numbers, in- 
cluding the payment of higher salaries to women teachers than to men. 
But this stage was over long ago; today it is difficult for an educated 
Egyptian girl to find a job, and many have to accept jobs other than the 
ones for which they were trained. In India there seems to be a transi- 
tion from a shortage of women suitable for the "secluded" type of job 
earmarked for them, to a shortage of jobs appropriate to educated 
women who find them as hard to come by as educated men, if not more 
so. Until recently, there was often an insufficient supply of Indian 
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women for jobs in the public service, so that many openings for white 
collar female employment were taken up by Anglo-Indian girls. In 
the steel town of Jamshedpur, employers had to fall back on girls 
from tribal communities because educated Hindu girls were reluctant 
to accept employment. However, now that so many educated girls 


seem willing to take white collar jobs, the demand for them falls be- 
hind the supply. 


There are many more women in clerical jobs in Latin America 
than in Africa or Asia, but fewer than in industrial countries. On the 
other hand, the proportion of women in professions in Latin America 
is markedly higher than in industrialized countries. In Figure 1 we 
can see three clearly different patterns of employment of educated 
women, First is the pattern in industrialized countries, where the 
percentage of women in clerical jobs is very high and somewhat lower 
in the professions. Secondly, the pattern in Latin America is of a 
higher proportion of women in the professions than in clerical jobs. 
And, thirdly, the pattern characteristic of Asia and Africa shows a 
smaller proportion of women in both professions and in clerical jobs. 
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Figure 1 Women in Professional and Clerical Occupations in Developing and 
Industrialized Countries 


In considering the prospect for Latin America, we note that during 
the process of industrialization the proportion of children in the popu- 
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lation declines and this affects the demand for teachers. Moreover, 
once the goal of primary schooling for all has been achieved, the 
demand for primary teachers will be growing at a lower rate. Since 
they account for a very large proportion of professional women in de- 
veloping countries, these changes in the demand must act as a brake 
on the total demand for women in the professions, unless this tendency 
is offset by a growing acceptance of girls in professional jobs hitherto 
filled more or less exclusively by men. The demand for clerical 
labor (of either sex), however, should continue to increase rapidly. 
Thus it is possible that the Latin American pattern will move closer 
to that in industrial countries. 


Training for Girls 








As long as girls remain under the twofold handicap of a family edu- 
cation which suppresses their self-confidence and of training facilities 
in schools and elsewhere which are inferior to those given to boys, 
they are bound to be inferior workers who contribute little to the 
national product despite their hard toil in many traditional tasks of 
low productivity. Although much lip-service has been given to the 
importance of women in the future and the need to give them better 
training, progress in this field seems to be very slow. The emphasis 
is still on a training which fits them only for subsistence production 
in their own households by teaching them better cooking, better child 
care, sewing and embroidery. Even at university level, much of the 
teacher training of women is in fact a training for the role as instructor 
in home economics and similar subjects. It would be foolish to deny 
the importance in developing countries of more enlightened methods 
of cooking, more hygienic methods of child care, and so forth; never- 
theless there is a danger that the striving towards making more ef- 
ficient housewives will make us condone the feeble efforts to improve 


women's professional efficiency outside the secluded professions of 
teaching and nursing. 


Some developing countries in addition to this domestic training have 
programs for training women in crafts and home industries. Where 
women live in seclusion, to teach them a craft which they can do at 
home may be the only possible first step towards bringing them into 
the labor market. But the effect of offering this kind of training to 
women who do not live in seclusion may be to drag them into low- 
productivity jobs rather than to help them to find more productive and 
remunerative employment. Apart from the training for low-productivity 
activities in home economics and crafts, few facilities for women's 
training are offered in developing countries. There are many com- 
mercial schools in Latin America, and a few in Asia and Africa. In 
the field of industrial training, a fair number of courses for girls 
are given in Latin America, although they lead mainly to work with 
rather limited employment prospects. Some schools of this kind exist 
in Asia and practically none in Africa. 
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Another important factor is the advent of birth control. The spread 
of official propaganda for birth control cannot fail to have far-reaching 
effects in communities where the prestige of a woman was tradition- 
ally measured by the number of children she was able to produce. If 
the rearing of a large family is no longer to be considered as a virtue, 
profound changes in the educational system for girls become neces - 
sary. Both rural and urban girls must be given other ideals and 
other ways of asserting themselves, both in their own eyes and in 
relation to the male members of their community. One means of 
achieving this is to improve education and vocational training facili - 
ties for girls, and to encourage the girls to make use of the opportuni - 
ties for careers both in rural modernization and in the modern urban 
sector. As public propaganda for family limitation gradually becomes 
more widespread and persuasive, we shall expect to see married 
women in developing countries being encouraged to seek employment 
outside the home as a means of limiting the number of births. 


In the early days of European industrialization, a great deal of 
labor was required to cater for the domestic needs of every family, 
but now, with the advent of modern domestic equipment and processed 
food, Western women can look forward to caring for their households 
with a fraction of the hours of work previously needed. There can be 
little doubt that before long similar trends will be seen in the urban 
educated sector of many developing countries. With fewer children 
and lighter domestic duties, the work pattern for married women in 
developing countries will probably be radically different from the one 
seen during earlier periods of industrialization when most married 
women stayed at home. It becomes an important task, therefore, to 
devise new educational and training programs, which can help to re- 
duce the productivity gap between male and female labor, thus fitting 
women to their new way of life. 


[Excerpted from Woman's Role in 
Economic Development. New York: 
St. Martin's Press; London: George 
Allen & Unwin Ltd., 1970, pp. 15- 
225. Copyright©1970 by George Allen 
& Unwin Ltd. Reprinted with Permis- 
sion. | 
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Togo’s Businesswomen 


Brendan Jones 


[ An unusual situation is found in Togo where its ''market women" play 
a strong and guiding role in the economy. | 


Mr. 


Togo's women own and operate the most important 
businesses in the country —the wholesaling and retail- 
ing of food, clothing and other consumer products. 
Holding a near monopoly in this trade, they have gained 
wealth, independence and a reputation for being abler 
"wheelers and dealers" than their counterparts in 
Ghana, Dahomey or Nigeria. Most of the new buildings 
here and more than half of the higher-priced cars are 
said to be owned by these women. The husbands of 
these women and other men bolster their egos with jobs 
in government or the professions, which bring them 
much prestige but modest salaries. 


No one knows exactly how much business is done by 
Togo's market women. According to two of the leading 
women traders, Laura Doe Bruce and Gisele Jondoh, 
"The total amount of retail business done by market 
women is so big it is difficult to give an estimate." 
Mrs. Bruce is president of the Market Women Cloth 
Sellers, an elite trade group of 500 members, while 
Mrs. Jondoh is secretary general of the organization. 


Facts and figures given by the group's officials show 
that market women's trade has become big business. 
Estimates of the retail trade handled by them usually 
runs around 55 percent but Mrs. Bruce asserted that 
this figure was outdated and that total volume now is 
more than 75 percent. In Lomé alone, she said, there 
were more than 5,000 market women. There is nota 
village or town that does not have market women who 
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jointly provide a distribution system for a wide range of goods. The 
cloth sellers that deal in the textiles from which African women make 
their brightly patterned dresses and other clothing do the biggest 
volume of business. She added that it was not unusual for one market 
woman to have a yearly turnover of the equivalent of $540,000. Some 
had yearly gross sales of as much as $909,000. Even at a minimum 
profit of 1 percent on such sales, these market women would net 
$5,400 to $9,090, but the actual profit level undoubtedly is much 
higher. Most of the market women keep their accounts in their heads, 
a practice that keeps the tax collector guessing. 


The institution of women traders, Mrs. Jondoh noted, is an ancient 
one, "as old as Togo." It probably began in a division of labor that 
made market trading women's work. Women cultivated the family 
vegetable plot, raised chickens and made clothes. Traditionally, 
they were entitled to keep for themselves whatever they gained from 
selling any surplus at markets. Informer times, this was nota great 
deal, but, with the development and a growing money economy, women 
traders have been able to turn their talents to greater profit. Itis 
now too late for the men to change the custom, assuming that they 
could. The market women have been greatly aided by Togo's tradi- 
tional "open door" trade policy. This was maintained after Togo 
gained independence from France in 1960. Asa result, the Togo 
market is highly competitive. In addition to Dutch and Japanese printed 
cloths, glassware from Mainland China and varied household articles 
from other lands, Scotch whisky, American cigarettes and French 
perfumes can be bought here at bargain prices. 


Learning the market women's trade, Mrs. Jondoh said, begins at 
an early age usually while a girl is still attending school. She herself 
learned from her grandmother and mother, who were traders, but 
there also is an apprentice system. Mrs. Jondoh presently is training 
six girls and the arrangement itself is a trading bargain. The girls 
receive no pay but do housework and work in shops and the market in 
exchange for their keep and the experience that will enable them to 
start their own businesses. In the big central market here —entirely 
a women's world—hundreds of market women and their apprentices 
may be seen on main market days displaying and selling the wares— 
from vegetables, fish and spices to cloth and manufactured goods. 


[Excerpted from "Business in Togo is 
Dominated by Women,'! The New York Times. 
New York: The New York Times Company, 

8 December 1970, pages 71 and 74. Copy- 
right© 1970 by The New York Times Com- 
pany. This article may not be reproduced 
without the publisher's permission. | 
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